FILED

MAR 0 3 2010

SECRETARY, BOARD OF
OIL, GAS & MINING

BEFORE THE BOARD OF OIL, GAS AND MINING
DEPARTMENT OF NATURAL RESOURCES
IN AND FOR THE STATE OF UTAH

IN THE MATTER OF THE APPLICATION : REQUEST FOR AGENCY ACTION

OF CLIFFORD MURRAY FOR AN :

ORDER POOLING INTERESTS IN THE : DOCKETNO. _2010-019
DRILLING UNIT COMPRISING SECTION :

2, TOWNSHIP 2 SOUTH, RANGE 1 EAST, : CAUSENO. _ (3/=/30
U.S.M., UINTAH COUNTY, UTAH :

Clifford Murray (“Murray”), pursuant to Utah Code Ann. § 40-6-6.5(2), petitions the
Board of Oil, Gas and Mining (the “Board”) to enter an order pooling Murray’s interest with the
interests of Homeland Gas and Oil, Ltd. (“HGO”), Mountain Oil and Gas, Inc, (“MOG”) and all
other interests in the drilling unit comprising Section 2, Township 2 South, Range 1 East,
U.S.M., Uintah County, Utah (“Subject Lands™).
In support of this Request for Agency Action Murray respectfully states and represents:
1. The Board has Jurisdiction of the parties and of the subject matter of this Request for
Agency Action pursuant to Chapter 6 of Title 40 of the Utah Code Annotated
2. Murray is a resident of Uintah County, State of Utah and is successor in interest to
Wiley and Rodney Fairchild in an oil and gas lease from Robert O. Swain and Donna Swain
dated October 30, 1973 which lease was recorded in the records of Uintah County, Utah on
March 1, 1974 in book 191, pages 372-73, a copy of such recorded lease, which is available on
the Uintah County website, is attached hereto, and is to be submitted, as Exhibit “A”. A copy of
the assignment to Murray is attached hereto, and is to be submitted, as Exhibit “B”.
3. By order in Cause No. 131-14 dated August 11, 1971, as modified by an order in
Cause No. 131-24 dated January 16, 1974, the Board established all of the Subject Lands as a

drilling unit within the interval defined as:
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That interval below the stratigraphic equivalent of 9,600 feet depth in the “E” Log
of the Carter #2 Bluebell well located in the SWY4NW%4, Section 3, Township 1
South, Range 2 West, USM (which equivalence is the depth 9,530 feet of the SP
curve, Dual Induction Log, run March 15, 1968, in the Chevron #1 Blanchard well
located in the NWYSEY4 of said Section 3), to the base of the Green River-Wasatch
formations. '
Said interval is the productive zone for which pooling in this matter is sought.

4, On 8/31/1981 the Bureau of Indian Affairs (“BIA”) approved Communitization
Agreement No. 2S1E2 aka CA-CRI218 aka UTU060787 (“CA #1”°) which is recorded in the
records of Uintah County, Utah in Book 304, page 900. Said CA #1 included all the lands in
said Section 2. Murray’s interest, as successor to Wiley and Rodney Fairchild, is contained
within Tract I. A copy of CA #1 available from the Uintah County website will be submitted as
Exhibit “C”.

St On 7/22/1981 a well known as the Ute Tribal Unit B #1 (the well name was later
changed to Ute Tribal Com., Well No. 1 and is currently known as the 1-2B1E), API #43-047-
30931, was spudded. The well was drilled to a total depth of 12,600’ and was completed as a
producer of oil and gas from the Wasatch formation with first production occurring on /26/1982.
A copy of the well completion report from the DOGM website will be submitted as Exhibit “D”.
The 1-2B1E is the only well located in the drilling unit.

6. According to the records of the Division of Oil, Gas and Mining (“DOGM?), the 1-
2B1E well produced each month until April, 1988. Between April, 1988 and November, 1988
reported oil production was minimal and sporadic and the well was shut-in at this point. A copy
of the production history available on the DOGM website will be submitted as “Exhibit E”.

7. The Serial Register Page available on the Bureau of Land Management’s website, a
copy of which will be submitted as “Exhibit F”, shows CA #1 to have been terminated on
9/18/1989 due to cessation of production.

8. The lease which Murray derives his interest from contains lands in other sections
which comprise separate drilling units. One such drilling unit comprises Section 35, Township 1

South, Range 1 East, U.S.M. Within that drilling unit is the Ute Tribal 1-35A1E well
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a) The Ute Tribal 1-35A1E well was drilled and completed as a producer of oil and
gas with first production occurring on March 31, 1978. A copy of the well
completion report available on the DOGM website will be submitted as Exhibit “G”.
b) The communitization agreement (“CA #2”) covering the drilling unit was
approved by the Bureau of Indian Affairs on August 2, 1978 and was recorded in the
records of Uintah County, Utah on August 21, 1978 in book 240, pages 390-417.
Wiley and Rodney Fairchild, Murray’s predecessors in interest, are signatory to that
communitization agreement on page 393 of the recordation. A copy of CA #2 as
available on the Uintah County website will be submitted as Exhibit “H”.

c) The production history for the Ute Tribal 1-35A1E well demonstrates that
production continues to present which has held in force by production the lease from
which Murray derives his interest. A copy of such production history as available,
from 1984 forward, on the DOGM website will be submitted as Exhibit “I”.

i.  Under Tract V, on page 413 of the recordation of CA #2, the same leases for
this undivided Tract V are listed in CA #1 on page 920 of the recordation as
covering Tract I. This appears to indicate those leases are held in force by
production in Section 35 also.

9. There is an operating agreement in place between the parties listed as being the
working interest owners, or their successor(s) in interest, in the undivided Tract I of CA #1
described on page 920 of the recordation. Attached hereto, and to be submitted, as Exhibit “J” is
a copy of a copy of such operating agreement.

10. On May 14, 1991, Quinex Energy Corporation, Steven A. Malnar, Vice-Preisident,
Land, wrote a letter to Wiley and Rodney Fairchild regarding the lands located in Section 4,
Township 2 South, Range 1 East, U.S.M. which are described in the Fairchild lease Murray’s
interest derives from. It acknowledged the lease being held by production at that point. A copy
of such letter will be submitted as Exhibit “K”.

11.  OnMarch 20, 1997 the BIA approved Communitization Agreement No. UTU76245
(“CA#3”), acopy of a copy of which will be submitted as Exhibit “L” (page numbers added for
ease of reference), which purports to include all the lands in said Section within the interval

specified for the drilling unit by Cause No. 131-24. To Murray’s knowledge CA #3 was not
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placed of record in the records of Uintah County, Utah and only by a diligent effort over 45 days

was a copy obtained from the BLM.

12.

a) Onpage 8 of CA #3 it is noted that the interest of Hank Swain Family Trust is
listed as unleased yet it is also noted that 100% of the working interest is claimed to
be owned by Uinta Oil and Gas (“Uinta™). The Hank Swain Family Trust aka Swain
Family Trust, who has been served notice of this action, is the successor in interest to
Robert O. Swain and Donna Swain who is lessee of the Wiley and Rodney Fairchild
lease Murray is successor in interest to. This serves as prima facie evidence #1 that
Uinta never intended to offer Murray’s interest an opportunity to participate in the
well as either a working interest owner or farming out of the lease interest to operator.
b) The signature pages (pages 3 thru 6) of CA #3 offer prima facie evidence #2 that
the Uinta never intended to offer Murray’s interest an opportunity to participate as
there is no signature line for either Wiley Fairchild or Rodney Fairchild predecessors
in interest to Murray’s interest at the time CA #3 was circulated for signatures.

¢) The claiming of the working interest in the Swain Family Trust mineral interest
and 100% of all other mineral owners’ unleased mineral interests is prima facie
evidence that the operator did not intend to offer any unleased owner an opportunity
to participate in the well.

d) Signatory to CA #3 representing Uinta, is the president of both MOG and HGO,
Craig Phillips.

e) Uinta had sole control over submitting CA #3 to the BIA for approval. There are
no other working interest owners listed on CA #3.

To the best of Murray’s knowledge after extensively perusing the records of Uintah

County, there is no other pooling agreement, voluntary or otherwise in the public record. Such

lack of existence in the public record may have bearing on the validity of some of the leases

listed in CA #3.

13.

Murray cannot find in the records of the Board any petition to pool, at any time, the

interests in the drilling unit the subject of this action.

14.

The DOGM production history shows the well to have been returned to production in

April, 1997 and has continued on a near monthly basis since that time.
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15.  The DOGM currently recognizes, and has done so since October 2006, HGO. as the
Operator of the 1-2B1E well. Proceeds for the sale of production from the 1-2B1E well
(“Proceeds™) prior to September, 2009 were received solely by MOG and/or HGO and/or their
predecessor(s) in interest.

16.  Murray is entitled to a share of the Proceeds from the sale of oil produced by the 1-
2B1E well as his interests are contained within that drilling unit established by the Board.

17. Murray believes there is some sort of residual acknowledgement of his entitlement to
share in the proceeds form the sale of production from the 1-2B1E bestowed by his interest
being listed in CA #1 which acknowledgment Uinta, MOG, and HGO are choosing to ignore.

18.  Murray believes the decision by Uinta, and MOG and HGO, as successors in interest
to Uinta, to exclude the unleased mineral owners from the voluntary pooling process and the
failure to seek a pooling order from the Board was and is intentional and was and is without
justification and was and is depriving Murray’s interest of his correlative rights and his interest’s
share of the Proceeds.

19.  Murray believes that Uinta, MOG and HGO failed to escrow such unpaid Proceeds as
is required by Utah Code Ann. § 40-6-9-3(b)(i).

20.  Murray believes the well to be in a “payout” status as to costs incurred subsequent to
the well being returned to production in April, 1997.

21.  Murray will, in accordance with Board rules, submit exhibits and present testimony in
support if his request.

22.  Murray will separately file a certificate of service confirming the service of this
Request on parties entitled to notice by statute.

WHEREFORE, Murray respectfully requests that this Request for Agency Action be set
for hearing at the scheduled meeting of the Board on April 28, 2010, that due notice be given as
required by law and that following such hearing, the Board enter an order:

A) Pooling the interests of the interest owners in the drilling unit comprised of the
Subject Lands effective when the well returned to production in April, 1997; and

B) Requiring the operator to account for all costs and proceeds from production from the
pooling effective date to present; and

0 Adopting the terms of the joint operating agreement attached hereto as Exhibit “J”,

which is already in effect amongst some of the working interest owners, to govern operations on
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the drilling unit to the extent not inconsistent with the foregoing, as provided in UCA § 40-6-
6.5(2)(c), with the stipulation that if all (100%) of the working interest owners in the drilling unit
agree to other terms they may amend or replace the joint operating agreement without returning
to the Board for approval; and

D) That Murray is a “consenting owner” as that term is defined in UCA § 40-6-2(4); and

E) Which subjects Murray’s interest to its proportionate share of the costs subsequent to
the pooling effective date and which are to be payable from the Proceeds prior this order and
according to the terms of the operating agreement subsequent to this order ; and

F) Requiring MOG/HGO to pay Murray a 1 1/2 % per month interest rate for Proceeds
from the date such Proceeds should have been paid or escrowed as allowed by UCA 40-6-
9(7)(a)(ii); and

G) Requires MOG/HGO to pay Murray a 25% penalty of the total Proceeds and interest
as allowed by UCA 40-6-9(7)(b)(i)(C)(ii) ; and

H) Requires MOG/HGO to timely pay all future proceeds from the well in accordance
with UCA 40-6-9; and

) Requires MOG/HGO to escrow future proceeds from the well in accordance with
UCA 40-6-9; and

J) Making such findings and orders in connection with this Request as it deems
necessary; and

K) Providing for such other and further relief as may be just and equitable under the

circumstances.

i
Respectfully submitted this day of March, 2010.

Signed % W—
lifford Murray ~ //

HC 66 Box 25B
Roosevelt, Utah 84066
435-650-5387
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Whea Recorded Retum To: EXHIBIT B
HLC 6 Bos 250

ASSIGNMENT OF OIL AND GAS LEASE

The Wiley Fairchild Testamentary Trust “C”, Jobn M. Fajrchild, Mark A. Fairchild
and Wiley Jean Fairchild Noel, Co-Trustees and John M. Fairchild, individually and Mark
A. Fairchild, individually, of P.O. Box 15909, Hattiesburg, Mississippi 39404-5909,
(“Assignor”), for and in consideration of ten dollars ($10.00) and other good and valuable
consideration, hereby assigns all of its working intetest in the following described oil and gas
lease to Clifford Murray, of HC 66 Box 25B, Roosevels, Utah 84066 (“Assignee”).

Lessor: Robert O, Swain and Donna Swain

Lessee: Wiley Fairchild-70% and Rodney Fairchild-30%

Lease Date: October 30%, 1973

Recorded in Uintah County, Utah in book 191, pages 372-73 on March 1%, 1974

Insofar as said lease covers lands described as:

Township 2 South, Range 1 East, 1.8. M., Uintah County. Utah
Section 2: NEXSWYNWY,, NWY%SEViNWY%, and Lots 6, 7 and 8

To the extent that Assighor’s interest in the Jands is less than the entire interest, the
interest assigned by this assignment is reduced proportionately.

o This assignment is made subject to that certain Memorandum of Understanding dated the
ANE " day of March, 2010 by and between Assignor and Assignee; and is made and acoepted
upon the following terms and conditions:

1. This assignment is made without warranty of title, express or implied, and is subject
to all of the validly existing encumbrances or agreements which may affect the lease.

2. This assignment specifically includes any and all monies which may be due Fairchild
from any Payor, a3 defined by Utah Code Annotated 40-6, prior to the effective date of this
agreement.

3. Assignee accepts this assignment subject to all the terms, provisions, covenants and
hereof; and Assignee assume and agree to fully comply and timely perform all of the obligations
and covenants, both express and implied, imposed upon Assignot by the terms of the lease.

4, Assignor hereby reserves unto itself an overriding royalty interest equal to the
difference between existing burdens and 25%. In the event this assignment covers less than the
full and undivided Lessee’s interest in the oil and gas lease or if said lease cover less than the full
and undivided mineral estate then the overriding royalty herein reserved by Assignor shall be
proportionately reduced. d

Executed and effective this ﬁ h- day of March, 2010

/
RN, WA
k A. Fdirchild, #dividually and as Co-

Johii M. Fairchild, individually and as Co-
Trustee of the Wiley Fairchild Testamentary ~ Trustee of the Wiley Fairchild Testamentary

STATE OF MISSISSIPPL )

)
COUNTY OF FORREST )
Personally appeared before me, the undersigned authority in and for the aforesaid county
and state, on this 3 e day of March, 2010, within my jurisdiction, the within named John M.
Page 1 of 2



Fairchild, Mark A. Fairchild, and Wiley Jean Fairchild Noel who ackmw:ledgf,d to me that
they are Co-Trustees of the Wiley Fairchild Testamentary Trust “C”end thatinsaid
representative capacity, after having been duly authorized so to do, and John M. Fairc_:hxld,
individually and Mirk A. Fairchild, individually, they executed the above and foregoing
instrument. AR T

Jor b ' %
FI ID#3gsg -~ 203 M"‘%ﬁ
: LINDAW, SCHApgyyg: ¢ |

(SEAT) Lo ¥ Notary Public d
O 18,2011 A5
STATE OF UTAH )
COUNTY OF ;
On this day of Match, 2010 before me, the undersigned Notary Public in and

for said County and State, personally appeared Clifford Murray [( ) petsonally known to me]
[( ) proved to me on the bagis of satisfactory evidence] to be the person whose name has
subscribed to this instrument and acknowledged to me that he executed it.

Witness my hand and official seal

Notary Public
My Comrnission Expires:
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When Recorded Return To:
Clifford Murray

HC 66 Box 25B

Roosevelt, Utah 84066

ASSIGNMENT OF OIL AND GAS LEASE

The Wiley Fairchild Testamentary Trust “C”, John M. Fairchild, Mark A. Fairchild
and Wiley Jean Fairchild Noel, Co-Trustees and John M. Fairchild, individually and Mark
A. Fairchild, individually, of P.O. Box 15909, Haitiesburg, Mississippi 39404-5909,
(“Assignor”), for and in consideration of ten dollars ($10.00) and other good and valuable
consideration, hereby assigns all of its working interest in the following described oil and gas
lease to Clifford Murray, of HC 66 Box 25B, Roosevelt, Utah 84066 (“Assignee”).

Lessor: Robert O. Swain and Donna Swain

Lessee: Wiley Fairchild-70% and Rodney Fairchild-30%

Lease Date: October 30", 1973

Recorded in Uintah County, Utah in book 191, pages 372-73 on March 1%, 1974

Insofar as said lease covers lands described as:

Township 2 South, Range 1 East, U.S.M., Uintah County, Utah
Section 2: NEVASSWYiANW Y4, NWYSEVNWY, and Lots 6, 7 and 8

To the extent that Assignor’s interest in the lands is less than the entire interest, the
interest assigned by this assignment is reduced proportionately.

This assignment is made subject to that certain Memorandum of Understanding dated the
2 nd day of March, 2010 by and between Assignor and Assignee; and is made and accepted
upon the following terms and conditions:

1. This assignment is made without warranty of title, express or implied, and is subject
to all of the validly existing encumbrances or agreements which may affect the lease.

2. This assignment specifically includes any and all monies which may be due Fairchild
from any Payor, as defined by Utah Code Annotated 40-6, prior to the effective date of this
agreement.

3. Assignee accepts this assignment subject to all the terms, provisions, covenants and
hereof; and Assignee assume and agree to fully comply and timely perform all of the obligations
and covenants, both express and implied, imposed upon Assignor by the terms of the lease.

4.  Assignor hereby reserves unto itself an overriding royalty interest equal to the
difference between existing burdens and 25%. In the event this assignment covers less than the
full and undivided Lessee’s interest in the oil and gas lease or if said lease cover less than the full
and undivided mineral estate then the overriding royalty herein reserved by Assignor shall be
proportionately reduced.

Executed and effective this 2 nd day of March, 2010

John M. Fairchild, individually and as Co- Mark A. Fairchild, individually and as Co-
Trustee of the Wiley Fairchild Testamentary Trustee of the Wiley Fairchild Testamentary
Trust “C” Trust “C”

Wiley Jean Fairchild Noel, Co-Trustee of the Clifford Murray, individually /
Wiley Fairchild Testamentary Trust “C”

STATE OF MISSISSIPPI )

)
COUNTY OF FORREST )

Personally appeared before me, the undersigned authority in and for the aforesaid county
and state, on this day of March, 2010, within my jurisdiction, the within named John M.
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Fairchild, Mark A. Fairchild, and Wiley Jean Fairchild Noel who acknowledged to me that
they are Co-Trustees of the Wiley Fairchild Testamentary Trust “C” and that in said
representative capacity, after having been duly authorized so to do, and John M. Fairchild,
individually and Mark A. Fairchild, individually, they executed the above and foregoing
instrument.

(SEAL) Notary Public

My Commission Expires:

STATE OF UTAH )

)
COUNTY OF _Di/Hesni )

On this ?_M day of March, 2010 before me, the undersigned Notary Public in and
for said County and State, personally appeared Clifford Murray [(>)personally known to me]
[( ) proved to me on the basis of satisfactory evidence] to be the person whose name has
subscribed to this instrument and acknowledged to me that he executed it.

Witness my hand and 0%‘@03'3&53&1

Notary Public

My Commission Expires:

G-z
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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between EXXON CORPORATION

, hereinaiter designated and
referred ‘o as “‘Operator’. and the signatory party or parties other than Operator. sometimes nereinafier
referred 10 individually herein as "Non-Operator’'. and collectively as “Non-Operators',

WITNESSETH:

WHEREAS, the parties o this agreement are owners of ol and gas leases and. or oil and gas in-
terests in ithe !and identified in Exhibit A", and the parties hereto have reached an agreement 10 2xplore
and develop these leases and. or oil and gas interests for the production of oil and gas to the extent and
as herewnaiter provided:

NOW, THEREFORE., it is agreed as follows:

ARTICLE L
DEFINITIONS

Ty

As used in this agreement, the following words and terms shall have the m‘eanmgs here ascribed
to them:

A. The termz “oil and gas™ shall mean oil. gas, casinghead gas. gas condensate, and all other liquid
or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to
limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease"”, "lease’” and “leasehold” shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

C. The term *“oil and gas interests” shall mean unleased fee and mineral interests in tracts of
land lying within the Contract Area which are owned by parties to this agreement.

D. The term “Contract Area” shall mean all of the lands. oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under :his agreement.
Such lands, o1l and gas leasehold interests and oil and gas interests are described in Exhibit A"

E. The term “drilling unit" shail mean the area fixed for the drilling of one well by order or rule
of any state or federal body having authority. If a drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of driiling in the Contract Area
or as fixed by express agreement of the Drilling Pardes.

F. The term “drillsite” shall mean the oil and gas lease or interest on which a proposed well is to
be located.

G. The terms "Drilling Party” and “Consenting Party” shall mean a party who agrees to join in
and pay Its share of the cost of any operation conducted under the provisions of this agreement.

H. The terms “Non-Drilling Party” and "Non-Consenting Party” shall mean a party who elects
not to participate in a proposed operation.

Unless the context otherwise clearly indicates, words used in the singular inelude the plural, the
plural includes the singular. and the neuter gender includes the masculine and the feminine.

ARTICLE 11
EXHIBITS

The rfoilowing exhibits. as indicated beiow and attached hereto, are incorporated in and made a

part hereof:
X A. Exhibit "A”, shall include the following information:

1) Identification of lands subject to agreement,

(2) Restrictions, if any., as to depths or formarions.

(3} Percentages or fractional interests of parties :0 this agreement,

(4) Qil and gas leases and. or oil and gas imteresis subject to :this agreement,

(5) Addresses of parties {or notice purposes.

X B. Exhibit “B", Form of Lease,

T C. Exhibit “C", Accounting Procedure.

X D. Exhibit D", Insurance,

@ E. Exhikit “E", Gas Balancaing Agreemen:.

X F. Exnibit “F", Non-Discrimination and Certification of Non-Segregated Faculities.

I any provision of any exhibit, except Exhibit "E”, is inconsistent with any provision centained
n the body of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE 1L
INTERESTS OF PARTIES

A. 0il and Gas Interests:

If any party owns an unjeased oii and gas interest :n the Contract Area, that interest shall ce
treated for the purpose of this agreement and during the term hnereof as if it were a leased interest
under the form of o1l and gas lease atrached as Exhibit “B". As !o such interest, the owner skall re-
cerve rovalty on production as prescribed in the form of o0il and gas lease stlached hereto as Ixhubit
"B Such party snall. however. be subject to all of the provisions of this agreement relating ‘o lessees,
to the extent that :t owns the iessee interest.

B. Interest oi Parties in Costs and Production:

Exhibit A" lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
thus agreement shall be borne and paid. and all equipment and material acqured in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit "A”. Al produc-
txon of oil and gas {rom the Contract Area, subject to the payment of lessor's rovalties slbidbediiies.

Bt pO—sIiRb—hcooinl, shall also be owned by the parties in the same manner during the term
hereof: pmv:ded however. this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby.

ARTICLE IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or, if the Drilling Parties so request, title examination shall be made on the leases
and or oil and gas interests included, or planned to be included. in the drilling unit around such weli,
The opinion will include the owmership of the working interest. minerals, royalty, overriding royalty
and production pavments under the applicable leases. At the time a well is proposed, each party con-
tributing leases and. or oil and gas interests to the drillsite. or to be included in such drilling unit. shail
furnmish to Operator all abstracts (including Federal Lease Status Reports). title opinions. ftle papers
and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of title, shall be obtained
by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
Copies of all title opinions shall be furnished to each party hereto. The cost :ncurred by Operator in
this title program shall be borne as follows:

Option No. l: Costs incurred by Operator in procuring abstracts and title examination (ineluding
preliminary, supplemental. shut-in gas royalty opinions and division order ttle opinions) shall be a
part of the administrative overhead as provided in Exhibit "C." and shall not be a direct charge. ‘whether
performed by Operator’s staf! attorneys or by outside attorneys.

X Opruion No 2: Costs incurred by Ceperator in procuring abstracts and fees paid outside at'or-'ey
for :tle examination (including preliminary. supplemental. eaus S
<pda title opinions) shall be borne by the Drilling Parties in the proponmn that me interest of eacn
Drilling Party bears to the total interest of all Drilling Parnes as such interests appear in Exhibit A"
Operator shall make no charge for services rendered by its staff attormeys or other personnel in the
performance of the above functions.

Zach party shall be responsible for securing curative matter and pocling amendments or agreements
required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
responsible for the preparation and recording of Pooling Designations or Declarations as well as the
conduct of hearings before Governmental Agencies for the securing of spacing or pooiing orders. This
shail not prevent any party from appearing on its own behalf at any such heanng.

No well shall be drilled on the Contract Area untii after (1) the :itle to the drilsite or drilling wnit
has been examined as above provided, and (2) the title has teen approved by the examining attorney or
title has been accepted by all of the parties who are to participate in the drilling of the well,

B. Loss oi Title:

Faiure of Title: Should any oil and gas interest or lease, or interest therein. be lost througn
failure of title, which loss results :n a reduct:on of interest from that shown on Exhibit A", this agzze-
ment. nevertheless. shall continue in force as to ail rematning oil and gas leases ard interests. and

(3) The party whose oil and gas lease or interest is affected by the ttle faijure shall bear aione
the entire ioss and it shall not be entitled to recover from Operator or the other parites any developmen:

==
2
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or operating costs which it may have theretofore paid. but there shall be no monetarv liability on its
part to the other parties hereto for drilling, development, operating or other sumilar costs by reason of
such utle {aiiure: and

{(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation af the interest which has been lost, but ‘he interests of the parties shall be revised on an acre-
age basis. as of :he time 1t is determined finally that title failure has occurred. so that the interest of
the party whose lease or interest is affected by the title failure will thereafter te reduced :n the Contrac:
Area by the amount of the interest lost; and

(c) If the proportocnate interest of the other parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure, the party whose title has failed shail
receive the proceeds attributable to the inerease in such interests (less costs and burdens attriburable
thereto) until it has been reimbursed for unrecovered costs paid by it in conneetion with such weil:
and

(d) Should any person not a party to this agreement, who is determined to be the owner of any in-
terest in the title which has failed, pay in any manner any part of the cost of operation. development,
or equipment, such amount shall be paid to the party or parties who bore the costs which are so refund-
ed: and

(e) Any liability to account to a third party for prior production of oil and zas which arises av
reason of title failure shall be borme by the party or parties in the same proportions in which they shared
In such prior preduction; and

(f) No charge shall be made to the joint account for legal expenses, iees or salaries, in connection
with the defense of the interest claimed by any party hereto, it being the intention of the parties
hereto that each shall defend title to its interest and bear all expenses in connection therewith.

2. Loss by Non-Payment or Erconeous Pavment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum royalty or royalty payment, is not paid or is erroneously
paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within ninety (90) days from the discovery of the fail-
ure to make proper payment, which acquisition will not be subject to Article VII.B., the interests of
the parties shall be revised on an acreage basis. effective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated In the event
the party who failed to make the required payment shail not have been fully reimbursed. at the time of
the loss, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an
acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs therewofore paid by it (but not for its share of the
cost of any dry hale previously drilled or wells previously abandoned) from so much of the following
as i3 necessary to effect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost
interest, on an acreage basis. up to the amount of unrecovered costs:

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an
acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding production
from any wells thereafter drilled} which, in the absence of such iease termination, would be attributable
to the lost interest on an acreage basis, up te the amount of unrecovered costs, the proceeds of said
gortion of the oil and gas to be contributed by the other parties in proportion to their respective in-
terests; and

(¢) Any monies, up to the amount of unrecovered costs. that may be paid by any party who is, or
becomes, the owmer of the :interest lost, for the privilege of participating in the Contract Area or be-
comung a party to this agreement,

3. Other Losses: All losses incurred. other than those set forth in Articles IV.B.1. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion af
the Contract Area.

ARTICLE V.
OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

EXXON_CORPORATION shail be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on
the Contract Area as permitted and required by, and within the limits of, this agreement. It shall con-
duct all such operations in a good and workmanlike manner, but it shall have no Lability as Qperator
‘0 the other parties for losses sustained or liabilities incurred, except such as may resuit from gross
negligence or wallful nusconduct.
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B. Resignation or Remoaval of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any ime by giving written notice
thereof to Non-Cperators. [f Operator terrunates its legal ex:stence. no longer owns an :interest in the
Contract Area. or :s no longer capable of sernng as Operator. it shall cease to be Cperator without anv
action by Non-Operator. except the seieciion of a successor. Cperator may be removed 1f it fails or
refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is piaced in receivership.
by the arfirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit "A", and not on the number of parties remaining aiter excluding the voting
interest of Operator. Such resignation or removal shail not become eifective until 7:00 o'clock A.ML
on the first day of the calendar month following the expiration of mnety {90) days after the gi7ing of
notice of resignation by Operator or action by the Non-Operaters to remove QOperator. unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after eifect-
ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operator or transfer of Operator’s interest to any single subsidiarw,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall be selected by the Partiss. The successor Operator shall be selected from the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vole or votes only to succeed itself. the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection,
and the hours of labor and the compensation for services performed. shall be determined by Operator,
and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desires, Operator may employ its own tools and equpment in the
drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced, and such work shall be performed by Operaior under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors who are doing work of a sim-
dar mnature.

ARTICLE VI.
DRILLING AND DEVELOPMENT

A Initdal Weil:

On or before the_J15th day of August . 19 81 Operator shall commence the sriil-
ing of a well for oil and gas at the followwng locanon:
2507 feet from the West line and 1678 feet from the South line of Section Two
2), Township Two (2) South, Range One (1) East, Uintah County, Utah

and shall thereafter continue the drilling of the well with due diligence o 12,600 feet or
adequately test the Wasatch Formation, whichever is the lesser,

unless granite or other practically impenetrable substance or condition in the hole, which rencers
further drilling impractical, is encountered at a lesser depth. or unless all parties agree o complete or
abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drnilling which give in-
dication of contaiming ou and gas in quantities sulficient to test, unless this agreement shall be limited
in its application to a specific formation or formadions. in which event Operator shall be required to
test only the formation or formations to, which thus agreement may apply.

If. in Operator’s judgment, the weil will not produce oil or gas in paying quantities, and it wiskes

to plug and abandon the well as a dry hole, it shail first secure the consent of all parties and skail
plug and abandon same as provided in Article VLE.l. hereof.

-t -
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B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Coniract Area
other than the well provided for in Article VI.A., or to rewaork. deepen or plug back a dry hole drilled
at the joint expense of all parties or a well jointly owned bwv all the parties and not then producing
in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation. specifving the work to he performed. the loca-
tion, proposed depth. objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty {(30) days after receipt of the notice within which to notify the
parties wishing to do the work whether they elect to parucipate in the cost of the proposed aperation.
If a drilling rig 1s on location, notice of proposal to rework. plug back or drill deeper may ke givern
by telephone and the response period shall be limited to forty-eight (48) hours, exclusive of Saturday,
Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
shall constitute an election by that party not to participate in the cost of the proposed operation. Any
notice or response given by telephone shall be promptly confirmed in writing.

2. QOperations by Less than All Parties: If any party receiving such notice as provided in Article
VI.B.1. or VILE.l1. elects not to participate in the proposed operation. then. in order to be entitled to
the benefits of this article. the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall, within sixty (80) days after the expiration of the notice period of
thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
where the dnilling rig is on location. as the case may be) actually commence work on the proposed
operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parties; provided. however, if no drilling rig or other equipment is on location, and if Op-
erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
the work required by such proposed operation for the account of the Consenting Parties. or (b) desig-
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties. when
conducting " operations on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms
and conditions of this agreement,

If less than ail parties approve any proposed operation, the proposing party. immediately after the
expiration of the appiicable notice period, shall advise the Consenting Parties of (a) the total interest
af the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
1tes should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48)
hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the
proposing party of its desire to (a) lirnit participatian to such party’s interest as shown on Exhibit A",
or (b) ecarrv its proportionate part of Non-Consenting Parties’ interest. The proposing party, at 1
election, may withdraw such proposal if there is insufficient participation. and shall promptly notify
all parties of such decision,

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
the proportions they have elected to bear same under the terms of the preceding paragrach. Consenting
Parties shall keep the leazsehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked. deepened or plugged back under the provisions
of this Article results in a producer of oil and or zas in paving quantities, the Consenting Parties shall
complete and equip the weil to produce at their sole cost and risk, and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties
Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, each Non-Cansenting Party
shall be deemed to have relinquished to Consenting Parties. and the Consenting Parties shail own and
be entitled to receive, in proportion to their respective interests. all of such Non-Coensenting Pariv's
interest in the well and share of production therefrom until the proceeds of the sale of such share.
calculated at the well. or market value thereof if such share is not sold (after deducting production
iaxes, Windfall Profit Tax, royalty, overriding royal:y and other interests

exissirg on <he effective date hereof, payable out of cr measured by tiae produciic
from such well sceruing wiith respect to such interest until 1% reverts) shall egua

the total of tre follcwing:
(a) 1003 of each such Non-Consenting Party's share of the cost of any newly acquired suriace
equipment beyvond the wellhead connections (including, but not limited to, stock tanks, secarators.
treaters, pumping equipment and piping). plus 100% of each such Non-Consenting Party’s share of the
cost of operation of the well commencing with first production and contiruing until each such Non-
Consenting Party's relinquished interest shall revert to it under other provisions of this Article. 1t teing
agreed that each Non-Consenting Party's share of such costs and equipment wiil be that terest whnich
would have been chargeable ‘o each Norn-Consenting Party had it participated in the well from the te-
ginning of the operation; and
3C0 ., . . - . .
(b) 2=~ % of that portion of the costs and expenses of drilling reworking, deepening. or plugs:in
back, testing and campleting. after deducting any cash contributions received under Articie VIILC., an

- 5.
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3C0% of that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had parnc-
pated therein.

Gas production attributable to any Non - Consenting Party’s relinguished interest upon such Party's
election. shall be sold to its purchaser, if available. under the terms of its existing gas sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable irom
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
ered from the Non - Consenting Party’s relinquished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party's share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Par:ies are entitled to receive Non-Consenting Party’s share
of production. or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all production. severance, W#indfall Profit, gathering and otker taxes, and all roy=liy,
overriding rcyalty and other burdens applicable to Non-Consenting Party's share of
production.

In the case of any reworking, plugging back or deeper drilling operation. the Consenting Parties shall
be permitted to use, free of cost, all casing, tubing and other equipment in the well. but the ownership of
all such equipment shall remain unchanged; and upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Farties shall account for ali such equipment to the
owners thereof, with each party receiving its proportionate part in kind or in value, less cost of
salvage,

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting the operations for the Consenting Parties shall furnish each Non-Conseating Party with an in-
ventory of the equipment in and connected to the weil. and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and equipping the well for production: or, at its option,
the operating party, in lieu of an itemized statement of such costs of operation. may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a statement of the quantity of o0il and gas produced from it and the
amount of proceeds reaiized from the sale of the well's working interest production during the preceding
month. In determining the quantity of oil and gas produced during any month, Consenting Parties
shall use industry accepted methods such as. but not limited to. metering or periodic well tests. Any
amount realized frem the sale or other disposition of equipment newly acquired in conpection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased.
in determining when the interest of such Non-Consenung Party shall revert to it as above provided:
and if there is a credit balance, it shall be paid to such Non-Consenting party.

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest
the amounts provided for above. the relinquished interests of such Non-Consenting Party shall auto-
matically rever: to i1, and. from and after such reversion, such Non-Consenting Partv shall own the same
Irterest in such well. the material and equipment in or pertaining thereto. and the croduction there-
from as such Non-Consenting Party would have heen entitled o had it participated in the drilling,
reworking, deepening or piugging back of said well, Therearter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in
accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

Notwithstanding the provisions of this Article VI.B.2, it is agreed that without the mutual consent
of all parties, no wells shall be completed in or produced from a source of supply from which a well
located eisewhere on the Contract Area is producing, unless such well conforms to the then-exisiing
well spacing pattern for such source of supply.

The provisions of this Article shall have no spplication whatsoever to the drilling of the imitial
well described in Article VI.A. except (a) when Option 2. Article VILD.l., has been selected, or (%)
to the reworking, deepening and plugging back of such initial well, if such well is or thereafter shall
prove to be a dry hole or non-commercial well. after having been driiled to the depth specified in Arucle
VIA.

C. Right to Take Production in Kind:

Each party shall have the right to rake :n kind or separatelv dispose of its proportionate share cof
all nil and gzas produced from the Contract Area, exciusive of production which may be used in de-
velopmert and producing operations and in preparing and treating oil for marketing purposes and
production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate dispo-
sition by any party of ils proportionate share of the producticn shall be borne by such party. Anw
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party iaking its spare of production in kind shall be required to pav Jor only 1ls proportionate share
of sucn part of Operaior's surface facilities which it uses.

Tach party shall execute such division orders and contracts as may be necessary for the sale of its
interest in produczion from the Contract Area. and. except as provided in Article VILB.. shail be entitled
to receive payment direct from the purchaser thereof 7or its share of all production.

In the event any party shall fail to make the arrangements necessary ‘0 ‘ake in xind or separately
dispose of 1ts proportionate share of the ail and gas produced {rom the Contract Area. Operator shail have
the right. subject 10 the revocation at will by the parry owning it, but not the obligation. to purchase such
oil and gas or sell it to others at any time and from time to time. for the account of the non-taiing
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject aiways to the right of the owner of the production to exercise at any time i
right to take in kind. or separately dispose of, its share of all oil and gas not previously delivered 0 a
purchaser. Any purchase or sale by Operator of any other party’s share of otl and gas shail be oniy for
such reasonabie periods of time as are consistent with the minimum needs of the industry under the
particuiar circumstances. out in no event for a period in excess of one (1) year. Notwithstanding the
foregoing, Operator shall not make a sale. including one into interstate commerce, of any other party’s
share of gas production without first giving such other party thirty (30) days notice of such intended
sale.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and or deliveries which on a day-to-day basis for any reason are not
exactly equal to a party's respective proportionate share of total gas sales to be allocated to it, the
balancing or accounting between the respective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto. whether such Agreement is attached as
Exhibit “E", or is a separate Agreement.

D. Access to Contract Area and Information:

Fach party shall have access to the Contract Area at all reasonable times. at its sole risk to inspect
or observe operations. and shail have access at reasonable times to information pertaining to the de-
velopment or operation thereof. including Operator’s books and records relating thereto. Operator, upon
request, shall furnish each of the other parties with copies of all forms or reporis filed with govern-
mental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and repor:s
of stock on hand at the first of each month, and shail make available samples of any cores or cuttings
taken from any well drilled on the Contract Area. The cost of gathering and rfurnishing information to
Non-Operator. other than that specified above, shall be charged to the Non-Operator that requests the
information.

E. Abandonment of Wells:

1. Abandonment of Dry Hoies: Except for any well drilled pursuant to Article VI.B.2.. any well
which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Should Qperator, after diligent
effort, be unable o contact any party, or should any party fail to reply within forty-eight (48) hours
(exclusive of Saturday. Sunday or legal holidays) after receipt of notice of the proposai to plug and
abandon such well. such party shall be deemed to have consented to the proposed abandonment. Ajl
such wells shall be plugged and abandoned in accordance with applicable regulations and at the cos:,
risk and expense of the parties who participated in the cost of drilling of such weil. Any party who ob-
jects to the plugging and abandeoning such well shall have the right to take over the weil and conduct
turther operations in search of oil and.'or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produged; Except for any well which has bdeen drilled or re-
worked pursuant to Article VLB.2. hereof for which the Consenting Parties have not “een f{ully reim-
bursed asg therein provided, any well which has been compieted as a producer shall not he piuggea ancd
abandoned without the consent of ail parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicabie regulations and at the cost, risk and expense
of all the parties hereto. If, within thirty (30) days after receipt of notice of the proposed abandonmen:
of such well. all parties do not agree to the abandonment of any well, those wishung to continue its op-
eration shall tender to each of the other parties its proportionate share of the value of the weil's salvable
material and equipment, determined in accordance with the provisions of Exh:ibit "C", less the estimated
cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall
assign to the non-abandoning parties, without warranty. express or implied, as to title or as to quantity,
quality, or fitness for use of the squipment and material, all of 1ts interest in the well and related equip-
ment, together with its interest in the leasehold estate as to, but only as to, the interval or intervals of the
formation or formations then open to production. If the interest of the abandoning garty is or includes
an o1l and gas interest, such party shall execute and deliver to the non-abandoning party or parties =n
o1l and gas lease, limited to the interval or intervals of the formatian or formations then open to produc-
tion, for a term of one year and so long thereafter as 2il and. or gas is produced f{rom the interval or inier-

-
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vals of the formaton or Iormations covered thereby, such lease :p be on the form attached as Exhibit
8" The assignments or leases so limited shall encompass the “drilling unit” upon which the well is
located. The payments by. and the assignments or leases to, the assignees shall be 1n a ratio based upon
the relationship of their reapective percentages of participauon in the Contract Area to the aggregate of
the percentages of participation :n the Contract Area of all assignees. There shall be no readjustment
of interest in the remawning portion of she Cantract Area.

Thereaiter, abandoning parties shall have no further responsibility, liability, or intarest in ihe op-
eration of or production from the well :n the interval or intervais then open other than the royaities
retained in any lease made under the terms of this Arucle, Upon request. Operator shail continue to
operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
temnpiated by this agreement, plus any additional cost and charges which may arise as the result of
the separate owmershnip of the assigned well.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsibie
only for its obligations, and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VII.B. are
given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
this agreement be construed as creating, a muning or other partnership or association, or to render the
parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas nghts in the Contract Area, and a
security interest in its share of oil and. or gas when extracted and its interest in all equipment, to secuse
payment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C'". To the axtent that Operator has a security interest under the
Uniform Commercial Code of the State. Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Nen-
Qperator in the payment of its share of expense, Operator shall have the nght, without prejudice to
other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Cperator's
share of oil and. or gas until the amount owed by such Non-Operator, plus interest has been paid. Each
purchaser shall be entitled to rely upon Operator's writter statement concerning the amecunt of any de-
fault. Operator grants a like lien and security interest to the Non-Cperators to secure payment of Op-
erator’s proportionate share of expense.

It any party fails or is unable to pay its share of expense within sixty (60) days after rendition of
a statement therefor by Operator, the non-defaulting parties, including Operator, shall. upon request by
Cperator, pay the unpaid amount in the praportion that the interest of each such party bears :o the in-
terest of all such parties. Each party so paying its share of the unpaid amount shall. to obtain reimburse-
ment thereof. be subrogated to the security rights descmbed in the foregoing parsgraph.

C. Payments and Aceounting;

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge each of the parties nereto with their respective proportionate shares uron the expense basis pro-
vided in the Accouming Procedure attached hereto as Exhibit “C'., Ogperater shall keep an accurate
record of the joint account hereunder, showing expenses ineurred and charges and credits made and
received.

Operator, at its election. shall have the right from tume to ume to demand and receive from the
other parties payment in advance of their respective shares of the estimated amount of the expense ‘o
be incurred in operations hereunder during the next succeeding month, which right may be exercised oniy
by submussion to each such party of an itemized statemment of such estimated expense, together with
an invoice for its share thereof. Each such statement and invoice for the payment in advance of esti-
mated expense shall be submitted on or before the 20th day of the next preceding month. Each party
shall pay to Operator its proportionate share of such estimate within fifteen (13) days after such es-
timate and invoice is received. [f any party fails ‘o pay its share of said estimate within said time, ke
amount due shall bear interest as provided in Exhibit “C" until paid Proper adjustment shall te
made monthly between advances and actual expense to the end that each party shall bear and pay its
proportionate share of actual expenses incurred. and no more.

@3
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D. Limitation of Expenditures:

L

&

3 1. Drul or Deepen: Without the consent of ail parties, no well shall be drilled or deepened, ax-
4+ cept any well drilled or deepened pursuant to the provisions of Arucle VI, 3.2. of this Agreement. it be:ng
3 understood that the consent to the drilling or deepenung shail include:
-}

T Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and
3 equipping of the well. inciuding necessary ‘ankage and or surface facilities.
9

10 T Option No. 2: All necessary expenditures for the drilling or deepening and tesung of the well. When
il such well has reached its authorized depth. and all tests have been completed. Operator shall give :m-
12 mediate notice to the Non-Operators who have the right to partucipate in the complation costs. The parnes
13 receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
14 days) in which to elect to participate in the setting of casing and the completion attempt. Such elecrion.
15 when made. shall include consent to all necessary expenditures for the completing and equipping of such
16 well, including necessary tankage and. or surface fac:lities. Failure of any party receiving such notice
17  to reply within the pened above fixed shall constitute an election by that party not to participate in
18 the cost of the compietion attempt. If one or more. but less than all of the parties, elect to set pipe and
19 ‘o attempt a completion, the provisions of Article VI.B.2. hereof (the phrase “reworking, deepening or
20  plugging back” as contained in Article VI.B.2. shall be deemed to include “completing”) shall apply to

21  the operations therearter conducted by less than all parties.

23 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
24  back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
- ment. it being understood that the consent to the reworking or plugging back of a well shall include
2 consent to all necessary expenditures in conducting such operations and completing and equipping of
27  said well, including necessary tankage and,or surface facilities.

25 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
30 an expenditure in excess of_Twenty-five Thousand and na/10Q-==-Dollars (§25.000.00 )
31  except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
32  ging back ot which has been previously authorized by or pursuant to this agreement; provided. how-
3 ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
34 nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with
33  the emergency to safeguard life and property but Operator. as promptly as possible, shall report the emer-

36 Eéncy to me O‘her pmle’ <l I\r 5 2 ™ LI WTTI r!"l 7.3 l‘u- nditi-as' Sop oo auem oo
T r — = OCLI ioi r'.r--' Ot b st k] g a4 re_ g 5 . ’1 oo
3B S - - = -
39

40 E. Royalties, Overriding Royalties and Other Paymencts:

41

42 Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent of
43 one-eighth (1/8)e-c-c-uana- due on its share of production and shall hold the other parties ir

44 rom any lability therefor. If the interest of any party in any oil and zas lease covered by this agree-
45 ment is subject to any royalty, overriding royalty, production payment. or other charze over and above
46 the aforesaid royalty. such party shall assume and alone bear all such obligations and shall accoun:
7 for or cause to te accounted for, such interest ‘o the owners thereof.

+9 No party shall ever be responsible, on any price basis higher than the price received by such party,
30 to any other party’s lessor or royalty owner: and if any such other party’s lessor or royaity owner should
51 demand and receive settlements on a higher price basis, the party contributing such lease shall bear the
352 royalty burden insofar as such higher price is concerned.

53

54 F. Rentals. Shut-in Well Payments and Minimum Royaltes:

35

58 Rentais, shut-in well payments and minimum royalties which may be required under the terms of

57  any lease shall oe paid by the party or parties who subjected such lease to this agreement at its or their
58 expense. In the event 'wo or more parties own and have contributed interests in the same lease ‘o this
3 agreement, such parties may designate one of such parties to make said payments for and on behalf of all
40 such parties. Any party may request, and shall be entitled to receive, proper evidence of ail such pay-
4l  ments. In the event of failure to make proper payment of any rental. shut-in well payment or minimum
82  royalty through mistake or oversight where such payment is required to continue the lease in force,
43  any loss which results from such non-payment shall be borne in actordance with the provisions of Articie
8¢ IV.B.2

56 Operator shall noufy Non-Operator of the anticipated completion of a shut-in gas weil, or the shut-
67  ting in or return to producton of a producing zas well. at least fve (5) days {excluding Satwurday, Sun-
48 day and holidays), or at the earliest opportunity permitted by circumstances. prior to taleing such acticn.
99 but assumes no lability for failure to do so. In the event of failure by Operator o so notify Non-
70 Operator. the ioss of any lease contributed hereto by Non-Operator for failure 10 make timely paymer ::

- I
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1 of any shut-in weil payment shall be borne jointly by the parties hereto under the provisions of Article
2 IvBa.
J G. Taxss: )
4 Beqinning with the first calendar year after the effecuve date hereof, Operator shall renger for ad
5 valorem taxation all property subject to this agreement which by law shouid be rendered for such
6 taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
7 dition date. each Non-Operator shall furnish Operator information as to burdens (to inciude. but not be
8 limited to, royalties, overniding royalties and production payments) on leases and oil and gas interests con-
9  tributed by such Non-Operator. [f the assessed valuation of any leasehold estate is reduced by reason of its
10 being subject o outstanding excess rovaities, overriding royalties or production payments, the reduction in
11 ad valorem taxes resuiting therefrom shail inure to the benefit of the owner or owners of such leasenold
12  estate, and Operator shall adjust the charge to such owmer or owners so as to reflect the berefit of such
13 reduction. Operator shail bill other parties for their proportionate share of ail tax paymen (. amihanmos.
14 - = et
5 If Operator considers any tax assesyment improper, Operator may, at its discretion, protest within
16  the time and manner prescribed by law, and prusecute the protest to a final determination. unless all
17 parties agree to abandon the protest prior to final determination. During the pendency of administrative
18  or judical proceedings, Operator may elect to pay, under protest, all suph taxes and any interest and
19  penaity. When any such protested assessment shall have been finally defermined, Operator shall pay

the tax for the joint account, together wnth any interest and penalty accrum;'and the total cost shall then
be assessed against the parties. and be paid by them. at—presidodmitiminitii o

If the ad valorem taxes are based in whole or in part upon separate valuaticas
of each party's working interest, then notwithstanding anything to the contrary
herein, charges to the joint account shall be made and paid dby the parties hereto in
accordance with the tax value generated by each party's working interest.

Each party shall pay or cause to be paid all production, severance, Windfall Profit, gatherirng
and other taxes impcsed upon or with respect to the production of nandling of
such party's share of oil and/or gas produced under the terms of this agreement.

H. Insarance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen'’s
Compensation Law of the State where the operations are being conducted; provided, however, that Op-~
erator may be a self-insurer for liability under said compensation laws in which event the only charge
35 that shall be made to the joint account shall be an amount equivalent to the premium which would have
38 Dbeen paid had such insurance been obtained. Operator shall also carry or provide insurance for the
37 ‘benefit of the joint account of the parties as outlined in Exhibit “D", attached to and made a part hereof.
38 Operator shall require all contractors engaged in work on or for the Contract Area to compiy with the
39 Worlomen’s Compensation Law of the State where the operations are being conducted and to maintain
40 such other insurance as Operator may require,

RgResuEsneRNNy

41

42 In the event Automobile Public Liability Insurance is specified in said Exhibit “D", or subsequently
43 Teceives the approval of the parties, no direct charge shall be made by Operator ‘or premiums paid for
i such insurance {or Operator's fully owned automotive equipment.

o ABTICLE VIIL

o ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

:: A. Surrender of Laases:

S0 The leases covered by this agreement. insofar as they embrace acteage in the Contract Area, shall
51 not be surrendersd in whale or in part unless all parties consent thereto.

52

33 However, should any party desire to surrender its interest in any lease cr in any portion thereof, and

54  other parties do not agree or consent thersro, the party deuring 1o surrender shall assign, without express
53 or implied warranty of title, all of its Interest in such lease, or portion theresf, and any well. material and
56 equipment which may be located thereon and any rights in production thereafter secured. to the parties
57  not demring to surrender it. If the interest of the assigning party includes an oil and gas interest. the as-
53  signing party shall execute and deliver to the party or parties not desiring :o surrender an oil and gas
58 lease covering such oil and zas interest for a ‘erm of one yvear and o long thereafter as oil and,or gas
60 s produced from the land covered thereby, such lease to be on the form attacned hereto as Zxhibit "“3".
61 Upon such assignment. the assigning party snall be relieved from ail obligations thereafler accruing,
62 but not theretofore accrued, with respect to the acreage assigned and the operation of any well thereon,
83 and the asmgning party shall have no further interest in the lease assigned and its equipment and pro-
g4 ducton other than the royalties retained in any lease made under the terms of this Article. The partes
G5  assignee shail pay t0 the party assignor the reasonable salvage value of the latter's interest in any wells
6G . and equipment on the assigned acresge. The value of all material snall be determined in accordance
g7 Wth the provisions of Exhibit “C", less the estimated cost of salvaging and the esumated cost of plug-
68 %@ and abandoning. If the assignment is in favor of more than one party, the assigned interest shai!

70 -
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be shared by the parties assignee :n the proportions :hat the interest of each bears to the interest of all
parties assignee,

Any assignment or surrender made under this provision shall not reduce or change the assignor's or
surrendering parties’ interest, as it 'was immediately before the assignment, in the balance of the Contract
Area: and the acreage assigned or surrendered. and subsegquent operations thereon, shall not thereafter
be subject to the terms and provisions of this agreernent.

B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject to this Agreement. all other parties
shall be notifled promptly, and shail have the right for a period of thirty (30) days following receipt
of such notice in which to elect to participate in the ownership of the renewal lease. insofar as such
lease affects lands within the Contract Area, by paying to the party who acquired it their several proper
proportionate shares of the acquisition cost allocated 'o that part of such lease within the Contract Area,
which shall be in proportion to the interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
their respective percentage of participation in the Contract Area to the aggregate of the percentages
of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties alect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment of its
proportionate interest therein by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein Any renewal lease
talten before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted
for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

The provisions in this Ardcle shall apply also and in like manner to extensions of oil and gas
leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
of a well or any other operation on the Contract Area, such contribution shall be paid to the party who
conducted the drilling or other operation and shall be appiied by it against the cost of such drilling or
other operation. If the contribution be in the form of acreage, the party to whom the rcontribution is
made shall promptly tender an assignment of the acreage, without warranty of title, to the Drlling
Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
be governed by the prowvisions of this agreement. If less than all parties hereto are Drnlling Parties and
accept such tender, such acreage shall not become a art of the Coniract Area. Each party shall prompt-
ly notity all other parties of ail acreage or money contributions it may obtain in support of any well or
any other operanon on the Contract Area.

If any party contracts for any consideration relating to disposition of such party’'s share of substances
produced hereunder, such consideration shall not be deemed a contribution as contemplated in this
Article VIII.C.

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIII.G. if any party hereto shall. subsegquent
to execution of this agreement, create an overriding royalty, production payment, or net proceeds inier-
est, which such interests are hereinafter referred (o as “subsequently created interest”, such subsequently
created interest shall be specifically made subject to all of the terms and provigions of this agreement, as
follows:

1. If non-consent operations are conducted pursuant o any provision of this agreement, and the
party conducting such operations becomes entitled o receive the production attributable to the interest
out of which the subsequently created interest is denived, such party shall receive same free and clear
of such subsequendy created interest. The party creating same shall bear and pay all such subsequently
created interests and shall indemnify and hold the other parties hereto free and harmless from any and
all liability resuiting therefrom.
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2. If the nwner of the interest ‘rom which the subsequently created interest is derived (1) fails ‘o
pay. when due, its share of expenses chargeable hereunder, or (2) elects to abandon a 'weil under pro-
visions of Article VLE. hereot. or (3) elec's to surrender a lease under provisions of Artcle VIILA.
hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses, the par:y or parties who receive assignments as a result of (2) or (3) above
shall have the right o enforce ail provisions of Article VIIB. hereof against such subsequently created
interest,

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownersfiup i1n the oil and gas leasehold interests
covered by this agreemen!, and notwithstanding any other provisions to the contrary, no party shall
sell, encumber. transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-
pressly subject to this agreement, and shall be made without prejudice to the right of the other parties.

[f, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with rfull
authority to receive notices, approve expenditures, receive billings for and approve and pay such party's
share of the joint expenses. and to deal generally with, and with power to bind. the co-owners of such
party's interests within the scope of the operations embraced in this agreement: however, all such
co-owners shall have the right to enter into and execute all contracts or agreements for the disposition
of their respective shares of the oil and gas produced from the Contract Area and they shall have the
right to receive, separately. payment of the sale proceeds hereof.

F. Waiver of Right to Partition:

If permitted by the laws of the state or states in which the property covered hereby is lccated, each
party hereto owning an undivided interest in the Contract Area waives any and all rights it may have
to partiticn and have set aside to it in severalty its undivided interest therein.

G. Preferential Right to Purchase:

Should anv party desire to gell all or any part of its interests under this agreement. or its rights and
interests in ;he Contract Area, it shall promptly give written notice to the other parsies, with full infor-
mation concerning its proposed sale., which shall include the name and address of the prospective pur-
chaser (who must be ready. willing and able to purchase), the purchase price, and all other terms of
the offer. The other parties shail then have an optional prior right. for a period of ten (10) days aiter
recaipt of the notice, to purchase on the same terms and condizions the interest which the other party
proposes to sell: and, if this optional right is exercised. the purchasing parues shall share the pur-
chased interest in the proportions that the interest of each bears to :he total interest of ail purchasing
parties. However, there shall be no preferential right to purchase in those cases where any party -wvisnes
to mortgage its interests. or to dispose of its interests by merger, reorganization. consolidation, or sale
of all or substantially all of its assets to a subsidiary cr parent company or to a subsidiary of a parent
company. or !o any company in which any one party owns a majority of the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended 10 create, and shall not be construed 10 create, a relationship of part-
nership or an association for profit tetween or among the partes hereto. Notwithstanding any pro-
visions herein that the rights and liaoilit:es hereunder are severai and not joint or collective, or that this
agreement and operations hereunder shall not constitute a partnership. ii, for Federal :ncome tax pur-
poses, this agreement and :the operations hereunder are regarded as a partnership. each party herepwv
affected elects to be excluded irom the application of all of the prowvisions of Subchapter "K', Chapter
1. Subtitle “A”, of the Internai Revenue Code of 1934, as permutted and authornized by Section 761 uf
the Code and the regulations promulgated thereunder. Ogerator is authorized and directed to execuie on
benalf of each party hereby affected such evidence of this election as may be required by the Secretary
of the Treasury of the United States or the Federal Interna! Revenue Service, including specifically, bu:
not by way of limutation. ail of the returns, statements. and the data rtequired by Federal Regula-
tions 1.761. Should there be anyv requirement that each party hereby aifected give further evidence of
this election, each such party shall execute such documents and furnish such other evidence as may te
requred by the Federal Internal Revenue Service or as mav be necessary to evidence this election. No

-12 -
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such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present or future income tax laws of the state or states in which the Contract Area is located or
any future income tax laws of the United States contain provisions similar to those in Subchapter "K',
Chapter 1, Subtitle A", of the I[nternal Revenue Code of 1954. under which an election similar to that
provided by Section 781 of the Code is permutted. each party hereby aifected shall make such election as
may te permitted or required by such laws. In making the foregoing electon, each such party states that
the income derived by such party (rom Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operations hereunder if the ex-

penditure does not exceed _Three Thousand and nq/100==<=cwecacacacan- ettt ted Dollars
(3 3_s000-L) and if the payment is in compiete settlement of such claim or suit. If the amount

required for settlement exceeds the above amount, the parties hereto shall assume and take over the
further handling of the claim or suit, unless such authority is delegated to Operator. All costs ang ex-
pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense
of the parties. If a claim is made against any party or if any party is sued on account of any matter
ansing from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
be treated as any other claim or suit involving operations hersunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations
under this agreement, other than the obligation t0 make money payments, that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars concerning it;
thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure.
shall be suspended during, but no longer than, the continuance of the force majeure. The affected party
shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not
require the settlement of strikes, lockouts, or other labor difficulty by the party invoived. contrary to its
wishes: how all such difficulties shall be handled shall be entirely within the discretion of the party
concerned.

The term '“force majeure”, as here employed, shall mean an act of God, stnike. lackout, or other
indusirial disturbance, act of the public enemy, war, blockade, pubiic riot, lightning, fire, storm. flood.
explosion, governmental action, governmental delay, restraint or inaction. unavailability of squipment
and any other cause, whether of the kind specifically enumerated above or otherwise, which is not
reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement. unless otherwise specifically provided, shall be given in writing by United States mail
or Western Union telegram. postage or charges prepaid. or by teletype, and addressed to the party o
whom the notice is given at the addresses listed on Exhibit “A". The originating notice given under any
provision hereof shall be deemed given only when received by the party to whom such notice is diracted.
and the time for such party to give any notice in response thereto shall run from the date the originat-
ing notice is received. The second or any responsive notice shail be deemed given when deposited in
the United States mail or with the Western Union Teiegraph Company, with postage or charges prepad,
or when sent by teletype. Each party shall have the right to change its address at any time, and from
tune o time, by piving written notice hereof to all other parvies.

ARTICLE XIN.
TERM OF AGREEMENT

This agreement shall remain in full lorce and effect as to the oil and gas leases and; or oil and gas in-
terests subjecied hereto for the period of time selected below: provided. however, no party hereio shall
ever be construed as having any right, title or interest in or to any lease, or ail and zas interest con-
tributed by any other party beyond the term of this agreement.

tinued in force as o0 any part of the Contract Area, whether by production, extension, renewal or other-
wise, and. or 50 long as cil and/or gas production continues from any lease or oil and gas interest.

[ Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are con-

=13 -
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Xxx Option _No. 2: In the cvent the well described in Article VLA or any subsequent well drilled
under any provision of this agreement. results in production of nil and ar gas in paving auantities, this
agreement shall continue in force so long as any such well or wells produce. or are capable of produc-
tton, and for an additional perind of 180 _  days from cessation of all production: provided, however,
if, prior to the cxpiration of such additional period. one or more of the parues hereto are engaged in
drilling ar reworking a well or wells hereunder. this agrecment shall continue in force until such op-
erations have been completed and i production resuits therefrom, this agreement shall continue in
farce as pravided herecin. In the event the well described 1n Article VIAL or any subsequent well
drilled hereunder. results in a dry hole, and no other well 1s producing, or capabie of producing oil
and or zuas from the Contract Area, this agreement shall terminate unless drilling or reworking opera-

tions are commenced within 180 _days from the date of avandonment of said well

I is aureed. however. that the termination of this agreement shall not relieve any party herelo irom
any hability which has accrued or attached prior to the dale of such lermination.

ARTICLE XIV.
COMPLIANCE WITHI LAWS AND REGULATIONS

A.  Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the committed
acreage is located. to the valid rules, regulations, and oirders of any duly constituted repulatory body of
said state: and to all other applicable federal, state. and local laws. ordinances, rules. regulations, and

orders.
B. Governing Law:

The essential validity of this agreement and all matters pertzining thereto, including, but not lim-
ited to. matters of performance, non-performarnce, breach, remedies. procedures. rights, duties and in-
lerpretation or construction. shall be governed and determined by the law of the state in which the
Contract Area is locsted. If the Contract Area is in two or more states, the law of the slate where most
of the land in the Contlract Area is located shall govern.

ARTICLE XV.
OTHER PROVISIONS

1. Operator agrees to comply with a1l laws and lawful regulations applicable to any
activities carried out in the name of or on behalf of any one or more of the parties
to this agreement under the provisions of this agreement and/or any amendments to it.

2. Cperator agrees that all financial settlements, billings, and reports rendered to
any one or more of the parties to this agreement, as provided for in this agreement
and/or any amendments to it, will, to the best of its knowledge and belief, reflect
properly the facts about all activities and transactions handled for the account of
such party or parties, which data may be relied upon as being complete and accurate in
any further recording and reporting made by such party or parties for whatever
purpose.

3. Operator agrees to notify the other parties to this agreement promptly upon
discovery of any instance where the Operator fails to comply with the provision (1)
above or where Operator has reason to believe data covered by (2) above is no longer
accurate and complete.

4. The Non-Operators authorize the Operator to prepare and submit such documents as
may be required to be submitted to the Purchaser of any crude oil sold hereunder or to
any other person or entity pursuant to the requirements uf the "Crude 0il Windfall
Profit Tax Act of 1980" as same may be amended from time to time ("Act") and any valid
regulations or rules which may be issued by the Treasury Department from time to time
pursuant to said Act ("regulations"). Each party hereto agrees to furnish any and all
certifications or other information which is required to be furnished by said Act
and/or regulations in a timely manner and in sufficient detail to permit compliance
with said Act and/or regulations.

14 -



AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

=1 W g S e

— e e
19 = G WO o

— o
[2-J 3 IV Sy v}

—
w o =]

(U I S U TCI T I S I -
SO!DCG\IQU‘#W(O-—O

[

[ A N o R R 7 R R
ﬁmu-“-wra»—-owmdmov.&—u

48

ARTICLE XV.
OTHER PROVISIONS

5. It is aareed and understood that this Operating Agreement will be effective only
upon approval by the Ute Indian Tribe, the Ute Distribution Corporation, and the
Secretary of the Interior of that certain Communitization Agreement dated June 3,
1981, by Exxon Corporation, as Operator and Working Interest Owner, Page Petroleum,
Inc., et al, as other Working Interest Owners, and James Starr, et al, as Royalty
Owners, or by effectively pooling or communitizing the oil and gas interests in

Section 2 described herein by action of the State of Utah or other governmental
authority.

In the event such communitization or pooling is not obtained or ordered, then
this agreement shall be null and void and the working interest from the Test Well under
Article VI or any other wells drilled on acreage owned exclusively by Exxon in said
Section shall be owned 100% by Exxon and Exxon shall pay 100% of the costs of such
wells, whether productive of oil and/or gas, or abandoned as dry holes.

-14-2a
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ARTICLE XVL
MISCELLANEOUS

This zgremenent shail be binding upon and shall inure to the benefit of tlic zariies herelo and ‘o therr

recpective hetrs, deviseos, legal ceprosentstives, SUCCOS308s and ISSiQNs.
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instruinent may be executed in any number of countferparis, cach of wiuch shali be
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IN WITNZSE WIIZREDFT, this agreament shall be cffective as of 15th day of July
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ARTICLE XVL
MISCELLANEOUS

This agreement shall be dinding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisces, legal represeatatives, successors and assigns,

This instrwnent may be executed in any number of counterparts, each of which shall be considered
an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of __19th  day or__July
19_81,

Ow Lamn A/U- ﬁ/

OPERATOR -
Dwv Geol.

EXXON CORPQORATION It int,

Dw Aca.
Cw Law, L‘B_.f
DCiv Ops. Mgr

Dan Mendell, ¥II, Attorney-in-Fact
i1

»

NON-OPERATORS
PAGE PETROLEUM, INC.

— —
il yalieiinchigid WESTERN PETROLEUM CO., INC.

Rodney Fairchild RMA, INC.

PEPPERMILL OIL COMPANY

ATTEST: *KENAT PARTHERS 1980 DRILLING FUND -

SERTES 3, a limited partnership
By €ENAI OIL AND GAS INC., General Partner
\‘:‘_'ﬂ‘.‘-‘— (;,'.’_. Il N5 Lot  p
Fauck J. vellivd, Asst, Secretary By A =777 52700

Tugene 1 ,/!I-Slu-lfr?:".r‘, Vice President
TRANSCONTINENTAL OIL CORPORATIONM

*Conditionally accepted as per letter
by and between Kenai 0i1 and Gas Inc. TETON ENERGY CO., INC.
and Lxxon dated October 27, 16981.

DERNICK RESOURCES, INC.

-15-
ATTACHED TQ_AND MADE A PART QF THAY CERTAIN CPERATING AGREEMENT COVERING Sectiocn
Township 2 South. Rance 1 Eact. UINTAH COUNTY. UTAH, (Ute Tribal Unit "B" No. L.



EXHIBIT =A"

ATTACHED to and made a part of that certain Operating Agreement dated July 15, 1981
by and between EXXON CORPORATION, Operator, PAGE PETROLEUM INC. et al, Non-Operators.

CONIRACT AREA: A1l of Section Two (2}, Township Twa {2)
South, Range One (1) East, UINTAH COUNTY,
UTAH covering all formations and depths.

WORKING INTEREST OWNERS AND PERCENTAGE OF OWNERSHIP

Per Cent
Exxon Corporation 65.33722
Page Petroleum Inc. 23.82240
Western Petroleum Co., Inc. .41020
RMA, Inc. .81887
Peppermill 0i1 Company 4.80565
Kenai Partners 1980 Drilling Fund * 1.47046 * - Series 3, a limited
Transcontinental 0i1 Corporation 1.47047 partnership
Teton Energy Co., Inc. .98974
Dernick Resources, Inc. ,59384
Wiley Fairchild & Rodney Fairchild .28115%
100.00000

ADDRELSES OF WORKING INTEREST OWNERS

Exxon Corporation
Post Office Box 1600
Midland, Texas 79702

Page Petraleum Inc.
Post Office Box 17526 T.A.
Denver, Colorado 80217

Western Petroleum Co., Inc.
Post Office Box 149
Salpulpa, Oklahoma 74066

RMA, Inc.
Post Office Box 149
Salpulpa, Oklahoma 74066

Peppermill 0il1 Company
Post Office Box 1540
Midland, Texas 79702

Kenai Partners 1980 Drilling Fund - Series 3, a limited partnership
717 Seventeenth Street
Denver, Colorado 80202

Transcontinental 0i1 Corporation
Anaconda Tower

555 Seventeenth Street

Denver, Colorado 80202

Teton Energy Co., Inc.
621 Seventeenth Street, Suite 1520
Denver, Colorado 80293

Dernick Resources, Inc.
12600 Marthborough Drive, Suite 200
Houston, Texas 77067

Wiley Fairchild &
Rodney Fairchild



wiwa OIL AND GAS LEASE

Cuolorado - Ltah 1#
ATTACHED to and made a part of that certain Operating Agreement dated July 15, 1981,
by and between EXXON CCRPORATION, Operator; and PAGE PETROLEUM INC., Non- Operator"
over1n3 Section 2, Township 2 SOULh Range 1 tast, UINTAH COUNTY, UTAH

THIS AGREEMENT, maue and enterey .mo BT 19 _____, by and beteeen
" hereinsrier calim) lessor |'\wheinar ore oF More), g
—= ot hetminalier Lailen |essee
'‘NITNESSETH rtnat ledsor tOr anid in SEuGeraban of DQLLARS 18 '

i nantt paid  receiot al which (8 Nereby scuniywienged i a1 (7€ 3greements Cf estee nerairgfior sat "ortm Serety yrants erlm 1243y AN (213 @xciusivitly UNTD 1ax) Jestee
e lgnus Neieinatiar described (Or the DuUICIWe O) FOACerHiNg, FrDidring by JECONYIICA! ANd STNEF MEINCAS «HIAQ, THUMING, J0erafmg tar ana producnsg ol or 384, vr Both
InCioding, but 1ot 48 4 ITIELON  Sadi7 ghedd Gt ZEUNGNEaT QISCHiNE J45-Condensate (dishilale, 3nd 30y 1:bIMaNce. whether similar o dissumilar preauced 10 3 gaseout stale
togeiher Wilh TN fQRT 1O CONMITUGL M TAINTI N SCe :res 1EEDNaNe and eleciric Nes 1anks SOwery, SONCS rE3TwJvE DIINS. €QUICMBNt. Jnd truciures therenn 9
ArO0uce 1ave ond (3ae care 0l AWl I and Jas. A The erziuSIvE FIGNT tD 1A ECT a7 S41 ABIET LIPS INa Stnes ¥ ide 1rRm ANy 1Guree 1Nt (he subsurlace 1rara and any dand i
atner rights and prvidges necessary, ~c 1€n1 0 3¢ Zapsarieny for trg ¢conom.ca soeracon st il st done of 2omjaintly wilh neignboning tsnd 1o the product:on
aaving 3ne) taking care of o1l and gas una themest on St 1 Jas, Aster DROR 3T JTher tuds irTd The wubsurtace stratd s tdmds being witudted . rae Counly ot

Staw ot _ and omng Jescticed s 1ol ows, toswit

af Sectsan Townshio . Range it hewng the purcase and intent ot lessor to laase

and lessor Aoes hereby lrase 3l of [Ne (AndS D¢ (Nlerests N 1ands awned Dy lessor which adigin the jands aoave Joscribed or which 1@ «n the secnion or sectians herenn
wpecified, For #l purposes of this lesse. saxd [angs snall te Jeewmed 0 contain

Subgect (0 the other 0rovisIONs herein E9Nlanied, tNis iease snall reman 1n torce Tor a term Jr ten 10) veart from this date fherein called 'primary term’) and as lorg
Thereaiter as oil and gas, or aithar of *hem, s groguced from the above described fand of enil:ng ODETatioNs are conlinUousiy proseculed a hereinaiter provided “niling
aperstions” ncludes cperations for the dniliing af 3 naw weil, tre reworing, deenening of Pluggng bacx of a well or nale or other coeralions comucted i1 an effort 1o obrain
gr re-establish production of ol or gas, and driling operauons shall be consaered to be 'coNtliNUousiy crosecuted’ 1l na1 more 1han 60 days snall elapse berween the
completion or zbandonment of ana well of hoie and the commencement of drdiing oceranons gn anather well or noie If, at the exowration of the primary tevm of rhis lease
ol or gas 13 not beng produced from the abave described 'and bul ieqsee r3 then angaged In drilling opevatians, s lease shall conunue n force sa ‘ong as driling operations
are continuously prosecuted: and if production af aii or gas results from ary such crilling operauoms. this fease shall continue In (orce sa long as 01l 9r gas shali be produced.
If, after the expiration aof the pnmary term of ths lease, procuctian from the spove descr b20 fand snould cease. tTis lease shall noT terminaie | sessee 1$ 1hen prosecutng
drilling operations, or within 60 days atter esch such cemanon of ProducTion commMences Srivhing 0Oeranons and this Iease snall remain in force w0 Iong as such operations are
continueusly prosecuted, and if oroduction resulss thevefrom, than as long therealtar as Qv or 3as s Dreducen from INe above deschibed fand,

Tha royaities to be pard by lessae are (3} an o, ane-sghn of et produced and sdved 1om $3id 1and, Ine same o be detrvered al tha weils or 10 Ine credit of tessor wnto
The pioghine 10 whien the wells inay be conrected; 125566 Tay FrOMm LME LA fMe DU NISE ANy rovaITY O 0 1Ls DASISION, PayIng The Mark et drice therefor prevailing tor tne
fieid where oroduced an the date ai purchase 3nd (essee may sedl any FQya!Ty O 1N 1tS 2OSTESSION and DAV #3807 the priCe recesved by lessee for sucn o/l comouted at the well;
(b) an gas, inciuding canINghead gas or Other JaseOus sunstance, ovocuced from saw 'and and soid of usad off 1he prestuses or tor the 2xtracion of gasoline ar ather proguct
therefrom, the market value at the wall Gl one-emgnn Of The gas O s0id OF Used, Crovided that on 445 5010 by lessea (Ne markel vatue shall not exceed 1he amount recevers by
lessee for such gas camputed 2l the mputh of 1ne well. 3nd On gas soid at Ine well [he rovaity shall be ane-aigntr of 1ne amount reslizea by lesses lrom such sale, (1 the orice
af any mineral or supstance upen whech royalty s Cayabie hereunder (5 reguiated by any advernmental agency, the market vajue or market pruwe of such mineral or subsiance
for 1he purcose of comouting royalty hereunder snail not be rn excesy ot "he Orice which lesses May (eceve 3 retan

! no weil be commenced on s3id ;and on or belare ane year from tre date hereaf tris jease snad (evceot 35 otherwisa proveded 1n this Daragraphi terminate, anieds lesse?
lor someane 10 hss benall), on or belore such date shail cay o tender t ‘essor, or (0 lessor’s credit @ tne

acres

Banx at
[which bank and s successors shall conninue as the decasitory regardisss of —hanges in the awnersip oF saud 'and o« ol the rignt 1o recaive rentalsi, the sum ot

D0OLLARS & I, which snali
Qperate as J rental and cover the privirsge of deterrmg tne commencament of 3 weis lar 12 momns from sad 2at@ In hke manner and uoon like Lavments or ténders, (he
commencerent of awet may be turther Jeterred for ke ceniods of e same numer o1 MONR:MY SUCTEESIvaIY Suring the ONMary 12¢m neregl At cayments or tanuers may be
maue by cash, cneck ar drafi, maded or Jetrwered on or before enla gate, ana the gegosLing of such zash cresk ar draltn any past affice, addressed to the depository
bank or lessar a1 his last Known sauress as shown by essae’s records: on ar before the rentai odte. :nall be deemec pdyment ar tender as nerewn oravided Notwotnstanding
e Jeath of lessor, payment or tenger o1 remials 0 such Jeceased oOr 13 Mg Sredit 10 e manner proaded Rerein shall be hrsding or e naws, devisees, exeCutors.

and ' Ot ieSIOr 3nd Pis SUCCESSOrS (M irteresy ! I8SSeE SNall ON T etare 3my rental aate, maxe a bona fing atermpt 1o pay ar deoosn
tental to 4 lassor antrtieg |haulo uNasr s lease aTCOrGiNG (O 18stae 8 recards O 1G 3 IESSOF PO DNIF 1O 5UCH atternated vayment or deposit. has gesen (essee nolic2, n
xcordance with the tarms of 1his fease nerainaiter set fortn, of Mis fight 1o receve rantal, and f such Savment or deoosit snall be 2rronegus 1N any regyd whetner uepasnlen
in the wrong depository, DaWl O Dersors Cther Nan the Zarmes enutied Nersld as shown Gy !essee’s cEcords, »n an incorrect amount, ar atherwised, essee shall be
uncondinignally obiigated 1o poy 10 sucn ‘essor ime rantal proceriv cavibie lor the rental periad imvcived But 5 fease shall Be mamntained 1n the saMe MaNO 3% W suen
srronesus rental paymant or depgsit had been proger'y made proveded fNBL tNe ATONeous rental Sayment af 3e00sit be correctad withia 30 days after recespt Dy lessea of
written notice from such lessar of such error ac ov any TS 3NA OTRET SVIOBNCE RECESSAry 1 2NThiE fessPe {0 Mare crooer payment The consaderat:on fost
recited hergin, the dOwn Cayment, (Overs Not Smiy 1he DriiSge granted to The date when s;a 1t remat s pavaoie 35 aforesald, Dut 310 letsee s optian of extenaing tnat
pecroa as atoresand, and any and all athar rignis :cnterred.

Should the firay weil dritled an 1A= 3pave described (ang be comoletad as 3 ary hole 'en Snd i that evert o 3 second weil 15 nat commenced Sn sad lang within 12
months from the exgiration of the 13st rerral cenod IDf AaMich rantx has Deen 2ad T DeINg LNCArstoad Mai tor Ire Dul pose ot this 0aragrach the vericy of ime earendirg
rrom the date of this lease to the firs: reniai dats shai be caninereq as 3 “ecta cenad Tar WNHIKCh renta has Seen pad) 1his lease shall termminate as 12 both partes unless
iesee on or betore ihe expiratan ot cad 13 montns Al resuma tne oaymenr 3f rentals 0 ine sare 3mount and A the same manner as rerfinbefore orovided Usan
resunption af the payment ol rentais ar 3Cove Crowvided The 33T IV ECECING Daragraon ndreol governing tha navrear of rentals and me effect therzot, snail conunue in farse
jusl 38 though there had been no interruD!'aNn In rental DIy MenTy

11 g well canalin ol Pragducing Jos of 8 INd a5 CTCRNLIte 1 Ay N JUINTIDES (oCalet an tNe eased ofemised (0t 0N weage coulmd ur ronsaliiated wah Ml ar g
DOFUON Of INE leaw] DremMIses (IO b o1 far *me 30 hng OF S0 alien OF oC™ Wwelll € J1 Jhy ' ma et 30e e gan uf Jus ondenvare tnetetrom ig soid ol used B4 fhe
aremisas Or for the manufaciure af gaio ing Qr =4 Jroduels e AIRMESt 1.CR AN LN W W3il De Jesmiet 19 Le 3 wvell an [he sased premises producing gas in gaveaeg
AUANTILIES and this 10258 will CONNNUE +7 TOIC? Juring M1 Of the HIME BF 11Med \WRIIP A0 Wl 9 <3 SNLT N anether Delare or dfter the expiraiton ot tha primary term hereo!
Lossee ahall use (Rasonable JiLigence 1g Mark e I Of 135 ING JI-CONAENIITE 120B0I€ OF DENg Crouuced o= ™ tnut-n well Dul 413Nl Le under no pblmation 10 Marcar wch
Qrodudts unrér TerMY, CANMILGNS OF CIEC JMITaTces «ch N (8438w § juogMent ersrc sed In 30od YN are ursatinfactory. Leside shall he ohigated 10 DAV <f [9NIRF (D .#3sat
within 49 Jays after Me anRration 0t each perod ol "ne wear i NN 1IANLA DErog! during which SuCh wedl A 50 INut i, 33 10YJITY, AN JPount #aual 10 e anayal Neiay
teniy neren provided aoplcabite 10 the interesl Of 181507 ‘N Jcreage emoraced (N M 1 lease X 0t *he e of tueph ALl Penodd, of af 1his leaas o AT nrovicde tar any detay
Fentad thien e suin of SED000 Lrovides in ¥ Qas O gas . ZAdEeREle IrOM Bl vl 4 100 & Lted @ A Oreamd Detore ine end ol by Wit aniusl geriied ar il 3t the eng ot
SNy ch annual period, 1His legss 5 DéNg MaINIane! 1n 1arce and ¢Tfect otherarse n well, lessee Gall not he obligaten To cay of tenaer 1or tat
EarLcular anNual P LKL, saKd sum 9l TONEy  GUCN SIVMENt SRai e CEAMaN 3 10y Ity Uraer 3l orCv:iSIGns 31 Ty ease Sych payMent Ty LE :aae nr tendered 10 («4s00 G
to tewSQr's creoil in the depository hank bove Aeugnated Foviiy Cwnarsnid ag of the 1ast Jay 3 each suct anncd) enind a1 shown Ly Ieaee ¢ records nall govern (e
determinatian OF N PAFTY GF PIFNISS SRTIIE 1 FECeA? WCN DIYMment

(f Jessor Dwns 3 (851 NTArest 1 1he Fand CSvered Dy 1D15 CeSIR TTAN tre 2ntire NG Lnlivided ‘et LT Die Thaeras sslate (herewn fhen aneiner of Not 4uch s ingarect g
ratertevt 10 Of described REtan 2 rentais ANy rOvII0es Feren provide iNa: De DaU) BSar oM, 1 [ e X CoOrTITN worch his interest bears to the whoid and umndbividel rmineral
tee

il tne 2atate of sither Darry Sreto 3 NIGd I° SuBIEL Ind A8 o iage O ISigring oF wWRIAILING 1A HNCIE Gf 0 Z3FL 18 BYDIESUY SIDWEG (12 2XCress amd it
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18parale MEsuNng ar tNALANIVON Ot WpIFAle 13ras Dy e NOOWIINAIADD PG UM X131 OF JANSIFIC @ w fowleage 3t of Notice Lo 1emsee NG Change in the ownerstin 91 wanl
WMy or 9f INE AUNE 10 (BTEIVE TEMIIS OF 1S JITIES ABTAUAer 31 90 ary iNTEres! SNErAIn ANENEr DY 1II0N 37 CRALN IONVEVENCE OF ANy SINAr MALlAr Nl ¢ Duiding on feyee
fRRCIOL It 145389 3 OOLION 1N ANy RAFNCLar casel onte 20 day1 Jf1er essed Nas heen furticned A1 178r NoT Ce Mereol, anc she supporting intormatian wureinatter reverce) Ly
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Lroceedings necesary 10 lessee’s ooian 0 siahsh tre owetgrsmd Of e Daiming parvy (F e 1T ass1gned o subitet nscelar as 1Ay af tha screas
AMDIAES N RA eaed CrAMusEs, ME 18 3y TeNI3s Rerinanove Drovidey 101 sNall he 3000r 1 3nea 13 11 “eTaral € CArT, 1aleshiy accordirg 1o the surtese acresge al exch 30
failure of the lvasehoind Gwner of sublessee & 2, SeRarate part 9° *Ne JDOvE JesCrbDeE ‘JNIY 10 MAse 2 FANLA SaVMENt With (ApECT TG (uCh Dart Shall o event aoerare o
rermunale or affect thease insfar 33 i1 cQvers any DIher Dart tnerent

Lessme Moy O ANy e evecule any O&ver to lessol 3P 0.aCe o1 *ecard 3 re1edse cTuerng 3l S0 Iy Dart 3f e astesys ermOrICed 11 N2 ey DFAMISAY OF THJeny iny
ane ar more zanes, formatans 0F JEONY sraderiveng Nt Ot 30y DAPE 31 TUCM 2CTEIPE 2nd IMPTELDON SR N6 faaeved 0¢ Il OBL [IORS Thereaiter 10 306 ¢ HIth teEe) L) The
Screnge, :anes, OfPalans ar AN o ersd by Juch reegse I1n avent of 2 reiease af *is edse 3s 10 W 1gRtE A CAly 3 parl 9f the acreage 2mbraced in tne eassd Srem.a,
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EXHIBIT *“¢ ™

Attached t0 and made a part oz .Lhat certain Qperating Agreement dated
July 15, 1981, by and between EXXON CORPORATION, Operator, and

2AGE PETROLEUM INC. et al MNon-Onerators. caovering Section 2,
I-2-S_R-1-F UINTAH COUNTY UTAH

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS

Definitions

*Joint Property’” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached,

“Joint Operations” shall mean all operations necessary or proper for the developrment, operation, protection and
maintenance of the Joint Property.

“Jomnt Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties,

“Operator”’ shall mean the party designated to conduct the Joint Operations.
~“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and,or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees™ shall mean those employees having special and specific engineering, geological or other
professicnal skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems lor the benefit of the Joint Property.

"Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
*Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Perroleum Accountants Societies of North America.

Statement and Billings

Operator shall hill Non-Operators on or before the last day of each month for their proportionate share of the
Jaint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility. and all charges and credits, summarized by appropriate classifications of in-~
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately :denufied and fully described in detail

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billng
to reflect advances received from the Non-Operators.

Each Non-Operator shaly pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12°¢) per
annum or the maxirnum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever 15 the lesser, plus attorney’s fees, court costs, and other costs in comnection with
the collection of unpaid amounts.

Adjuscments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof: provided, however, all bills and statements rendered to Non- Operators by Operator auring any
calendar year skhall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year. unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes ciaim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period The provisions of this paragrapn shall not preven:
adjustments resulting from a physical inventory of Controllable Material as provided or in Section V

Audits

A Non-Operatar, upon notice in writing to Cperator and all other Non-Operators. shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period foilowing the end of such calendar year: provided, however, the making of an audit snall not extend the
ume for the taking of written exception to and the adjuswnents of accounts as provided for :n Paragraph 4 of ttus
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manrer whica will result in a munimum of incenvenience to the Opera-
tor. Operator shall bear no poruon of the Non-Operators’ audit cost incurred uncer *his paragraph uniess agreed
to by the Operator.

. Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly requred under ather sec-
uons of thuis Acccunting Procedure and if the agreement to which this Accounting Procedure is attached contans
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, ang
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.
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. DIRECT CHARGES

Operator shall charge the Joint Account with the foilowing items:
1. Rentals and Royalties

Lease rentais and royalties paid by Operator for the Joint Operations.

2 Labor

9

A, (1) Salaries and wages of Operator’'s field employees directly empioyed on the Joint Property in the conduct
of Joint Operations.

(2) Salaries of First Level Supervisors in the field.

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
exciuded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary ailowances paid to
employees whose salaries and wages are chargeable fo the Joint Account under Paragraph 2A of this Section
L Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on *he amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section I If percentage assessment is used, the rate shall be based on the Operator's cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion IL

D. Personal Expenses of those employees whose salaries and wagesra.re chargeable to the Joint Account under
Paragraph 2A of this Section I | 3 .

Employee Benefits

Operator’s current costs of established plans for empioyees’ group life insurance, hospitalization, pension, re-

tirement, stock purchase, thrift, boous, and other benefit plans of a like nature, applicable to Operator’s labor

cost chargeable to the Joint Account under Paragrapns 2A and 2B of this Section I shall be Operator's actual

cost not to exceed teemtpmpesstntmlddiomsthe 1imit most recently recommended by the Council of
g_:troaeum Accountants Societies of North America. '
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Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided

Transportaton

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall

be made to the Joint Account for a distance greater than the distance from the nearest reiliable supply store,
recognized barge terminal, or railway receiving point where lilke material is normally available, unless agreed

to by the Parties.

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be mada to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made %o the Joint Ac-
count for moving Material to other properties belonging to Operator, uniess agreed to by the Parties.

C. In the application of Subparagraphs A and B above, there ghall be no equalization of actual gross Tucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded bv
Paragraph 9 of Sectioa II and Paragraph 1. ii of Section II. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Qverhead rates. The cost of professional consultant services or contract services of technicai rersennel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

Equipment and Facillties Furnished by Operator

A. QOperator shail charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs. other
operating expense. insurance, taxes. depreciation, and interest on invesunent not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In iieu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20¢%. For automative equipment, Operator may elect 0 use rates
publisned by the Petroleum Motor Transport Association.

Damages and Loases to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made recessary because of dam-
ages or iosses incurred by fire. flood. storm, theft, accident, or other cause, except those resulting from Operator's
gross negligence or willful misconduct. Operator shail furnisn Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by OQperator.

Legal Expense

Expense of handling, investigating and setiling litigaton or claims, discharging cf liens, payment of judgments
and amounts paid {or settlement of claims incurred in or resuiting from operations under the agreement or
necessary to protect or recover the Jownt Property, except that no charge for services of Orerator’s legai staff
or fees or expense of gutside attorneys shall be made uniess previcusly agreed to by the Parties. All other legal
expense s considered to be covered by the overhead provisions of Section III unless otherwise agreed o by :he
Parties, except as proviced 'n Section [, Paragraph 3.
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Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
ton thereof, or the production theretrom, and which taxes have been paid by the Operator for the benefit of :he
Parmnes.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operauons are conducted in a state in which Operator may act as self-insurer for Work-
men’'s Compensation and,or Employers Liability under the respective state’s laws, Operator may, at its election,
inelude the risk under its seif-insurance program and :n that event, Operator shall include-a charge at Operator's
cost not to 2xceed manual rates.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Section I,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

OL OVERHEAD

Overhead - Drilling and Producing Operations
L As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or -
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shail be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section IL The cost and expense of services from outside sources in connection with
miAtters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account
iL The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personne] directly employed on the Joint Property shall ( ) shall
not (X ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $_4 170 00
Producing Well Rate $_417 20
(2) Application of Overhead - Fixed Rate Basis shail be as follows:
(a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completon rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshare drilling wells shall begin on the date when drnilling or completion equipment
arrives on jocation and terminate on the date the drilling or completion equipment moves off loca-
tHon or rig is reieased, whichever occurs first, except that no charge shail be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompietion for a period of fve {5) con-
secutive dayy or more shall he made at the drilling well rate. Such charges shall be applied for
the peried from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made dunng suspension of operations for fifteen (13) or more consecutive
days,

(b) Producing Well Rates

[1] An active well either produced or injected into for any portion of the month shall be considered
as a cne-well charge for the entire month.

[2] Each active completion in a multi-completed well in which production is not commingled dowrn
hole shall be considered as a one-weil charge providing each completion is considered a separate
weil by the governing reguiatory authority.

(3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet,

(4] A one-weil charge may be made for the month in which piugging and abandonment operations
are completed on any well,

[5]1 All other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowable, transferred allowable, erc.) shall not qualify for an overhead charge.

{3) The well rates shall be adjusted as of the first day of April each year foilowing the eflacuive date of the
agreement :0 which this Accounting Procedure is attached. The adjustment shail =e computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Pewroleum and Gas Production Workers for the jast calendar vear compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
‘lon Workers as publisbed by the United States Department of Labar, Bureau of Labor Statistics. or the
equivalent Canadian index as published bty Statisucs Canada, as applicable. The adjusted rates shall be
the rates currently in use, pius or minus :he computed adjustment.
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B. Overhcad - Percentage Basis
(1) Operator shall charge the Joint Account at the {ollowing rates:
(a) Development

____Percenl ( %e) of the cost of Development of ihe Joint Property exclusive of cost
provided under Paragraph 9 of Section II and all salvage credits,

(b) Operating
—_  Percent ( %) of the cost of Cperating the Joint Property exciusive of costs provided
under Paragrapns 1 aud 9 of Section II, all salvage credits, the value of injecied substances purciased
for secondary recovery and all taxes and assessments which ave levied, assessed and paid pon the min-
eral interest in and to the Joint Property.

(2) Application of Overhicad - Percentage Basis shall be as follows:

For the purpose of determining charges on a gercentage basis under Paragrapn 1B of this Sec'icn III. de-
veiopment shall include all costs in connection with driling, redrilling, deepening or any temedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as 2 producer, and original cost of construction or installation of {ixed asscts, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Majar Construction as de:.iigd 1n
Paragraph 2 of this Section [II. Al ather costs shall be considered as Operating.

QOverhead - Major Construction

To compensate Operator for overhead cosis incurred in the construction and instailation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either rnegotiate a rate prior to the beginning of constuction. or shail
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of $.25,000. .00 :

A. S % of total costs if such costs are more than $25,000,C0  but less than $_100Q,000.00 ; plus
B. 2 _ % of tolal costs In excess of §_100,000.00 but less than $1,000,000; plus

C. —__2 = of total costs in excess of $1,000,000.

Tolal cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded.
Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found lo be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASLS, TRANSFERS AND DISPOSITIONS

Qperator is responsible for Joint Account Malcrial and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Progerty: how-
ever, at Operalor's option, such Malerial may be supplied by the Non-Operator. Operator shall make timely disposition
of ldle and/or surplus Material, such dispesal teing made either through sale to Operator or Non-Operator, division 1n
kind. or sai¢ to outsiders. Operutor may purchase, but shall be under 0o obligation o purchase, interest of Non-Operu-
tors in surplus condition A or B Material, The disposal of surplus Can:rollable Material not purchased by the Opgera-
tor shall be agrced 1o by the Parties.

1

Purchases

Material purchased shall be charged at the price paid by Operator after deducticn of all discuunts received. In case
of Material found toe be defective or returned to vendor for any other reassan, credil shail be passed to the Joint
Account when adjustment has been received by the Operator.

Transfers and Dispositions
Material furnished to the Joint Propertly and Material transferred {rom tlie Joint Property aor disposed of by the
Qperalor, uniess otherwise agreed to by the Puarties, shall be priced on the following bases cxclusive of cash dis-

counlts:

A. New Material (Condition A)

(1) Tubular goods, exccpt line pipe, shall be priced at the current new price in effect on date of movement ¢a a
maximum carload or barge load weight basis, regardless of quantily transferred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally availabte.

(2) Line Pipe
(a) Movement of less than 20,000 pounds shall be priced at the current new price, in effect at date of

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-

maily available.
{b) Movement of 20.000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV,

(3) Other Material shall be priced al the current new price, in effect at date of movement, as listed by a reliable
supply stote or f.o.b. railway receiving point nearest the Joint Property where such Matenal is normaily
available,

B. Good Uscd Material (Coudition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property
(a) At seventy-five percent (75¢) of current nesw price, as determined by Paragraph 2A of this Section TV

(2) Matenzl moved {rom the Joint Property
(a) At seventy-five percent (75¢5) of current now price, as determined by Paragraph 2A s( this Section I,

it Mataerial was originally charged tn the Joint Account ss new Malerial, or

——
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(b) at saixty-five percent (63 ) of current new price. as determined by Paragraph 2A of this Section
IV, if Material was origwnally charged o the Joint Account as good used Material at seventy-five per-
cent (75 ) of current new price.

The cost of reconditioning, if any. snall be absorbed by the transierring progerty.
C. Other Used Mater:al (Condition C and D)
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for :ts original function unt:l
after reconditioning shall be priced at {ifty percent (30¢c) of current new price as deterruned oy Para-
graph 24& of this Section IV. The cost of reconditioning shall be charged to the -eceiving procerty. pro-
rided Condition C value plus cost of -econditioning does not exceed Conditton B value.
(2) Condition D
All other Material, including junk, shail be priced at a value commensurate with its use or at prevaiiing
prices. Material no longer suitable for its original purpose but usabie for some other purpose, snall 5e
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.
D. Obsolete Material
Material which is serviceable and usable for its eriginal function but condition and.or value of such Material
is not equivalent ta that which would justify a price as provided acove may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account bewng charged with the value of the service ren-
dered by such Material.
E. Pricing Conditions
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section IL
(2) Material involving erection costs shall be charged at applicable percentage of the current Xnocked-down
price of new Material.

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no controi, the Operator may charge the Joint Account for the
required Material at the Operator’s actual cost incurred in providing such Material in making it switable for use,
and in moving it o the Joint Property: provided notice in writing is furnished w Non-Operators of the proposed
charge prior to billing Non-Operators for such Material Each Non-Operator shall have the right, by so electing and
notifying Operatar within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Cperator.

Warranty of Material Furnished by Qperator

Operator does not warrant the Material {urnished. In case of defective Material, credit shall not be passed 0 the
Joint Account until adjusunent has been received by Operator from the manufacturers or their agents.

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material,

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventaries shall be taken by Operator of the Joint Account Controllabie Material
Writtan notice of intention to take inventory shall be given by Operator at least thirty (20) days before any inven-
tory is o begin so that Non-Ogeratcrs may be represented wren any inventory is taken. Failure of Non-Operators
to be represented at an inveatory shall bind Non-Operators {0 accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and snortages
shall be furnished to the Non-Ogerators within six months following the taking of the :nventory. Inventory ad-
justments shall be made by Cperator with the Joint Account for overages and shortages, but Operator shall be
beld accouniable only for shortages due :o lack of reasonable diligence.

Special Inventories

Spec:al Inventories may be taken whenever there is any sale or change of interest in *he Joint Property. [t shall
be the duty of the party seiling to notify all other Parues as quickly as possible aiter the transfer of interest iaxes
place. In such cases, both the seller and the purchaser shail te governed by such inventory.

iZIxpense of Conducring Periodic Inventories

The expense of conducting perjodic Inventories shall not be charged to the Jownt Account iniess agreed 0 by the
Parties.



EXHIBIT "p*

To Operating Agreement dated July 15 , 19 g1 between

EXXON CORPORATION, QOperatoe and PAGF PFTROIFUM INC. et Al Mon-fperators

ing Section 2. T in 2 South. R 1 Fast UINTAH COUNTY ITAH

Operator, during the term of this Agreement, shall comply with the provisions of
Article VII.H. hereof. No other insurance will be carried by Operator for benefit
of the Joint Account.

A1l damage or injury to the Contract Area property thereon shall be borne by the
parties hereto in proportion to their interests therein. The liability, if any, of
the parties hereto in damages for claims growing out of personal injury to or death
from third parties or injury to or destruction of property of third parties
resulting from the operations conducted hereunder shall be borne in proportion to
their interests in the Contract Area property, and each party individually may
acquire such insurance as it deems proper to protect itself against such claims.
" Operator shall require all contractors engaged in work on or for the Contract Area
to comply with the Workmen's Compensation Law of the State where the operations are
being conducted and to maintain such other insurance as Operator may require.



EXHIBIT *E
GAS BALANCIRG AGREEMENT

ATTACHED to and made a part of that certain Operating Agreement dated Julv 15 1941
by and between EXXON CORPORATION , Operator, and

PAGE PETROIEUM INC, et 3]

, Non-Operators.

1. Each party shall have the right to take in kind and separately dispose of its
proportionate share of the gas produced from the Contract Area and shall be entitled
to an opportunity to produce its fair share of the allowable gas production from a well
(or proration unit, including lawful tolerances) established by appropriate regu-
latory authority.

2. It is the intent that each party be entitled to gas produced attributable to
its participation as set forth in Exhibit "A" attached to this Operating Agreement.
The Operator has the duty to control gas production and the responsibility of
administering the provisions of this Agreement. The Operator shall cause deliveries
to be made to the gas purchasers at such rates as may be required to give effect to the
intent that the gas production accounts of all parties are to be brought into balance
under the provisions contained herein. All parties hereto shall share proportionately
in and own liquid hydrocarbons recovered with the gas by lease equipment and shall pay
their proportionate share of current operating expense in accordance with the
Operating Agreement to which this Exhibit is attached.

3. To give effect to the intent of this agreement, the Operator shall be
governed by the foilowing rights of each party:

(a) Each underproduced party (a party who has taken a lesser volume of gas than
the quantity such party is herein entitled) shall have the right to take a
greater amount of gas than its proportionate share of the well's current
production, provided that the right to take such greater amount shall be in
proportion that its interest bears to the total interest of all under-
produced parties desiring to take more than their proportionate share of the
well's current production.

(b) Each overproduced party (a party who has taken a greater volume of gas than
the quantity such party is herein entitled) shall reduce its respective
share of production in the proportion that such party's interest bears to
the total interest of all overproduced parties, but in no event shall any
overproduced party be required to reduce its share to less than seventy-five
percent ({75%) of such overproduced party's proportionate share of the
well's current production.

Make-up gas for overproduction shall be that volume of gas in excess of an
underproduced party's current share and shall be appiied to the first underproduced
gas on a first-in/first-out basis.

4. The Operator, at the request of any party, may produce the entire well
stream, if necessary, for a deliverability test not to exceed seventy-itwo {72) hours
duration required under such requesting party's gas sales contract.

5. Each party taking gas shall furnish the Operator a monthly statement of aas
volumes taken. After commencement of production, Operator shall furnish a current
account monthiy of the gas balance between parties hereto including the total quantity
of gas produced, the portion thereof used in operations, vented or lost, and the total
quantity of gas delivered to a market.

6. Each party producing and/or delivering gas to its purchaser shall pay or
cause to be paid any and all production taxes due on such gas.
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7. The provisions of this Agreement shall be separately applicable and shail
constitute a separate Agreement as to each well (or proration unit) and each reservoir
to the end that production from one reservoir may not be utilized for the purpose of
palancing underproducticn from any other reservoirs.

8. Should production of gas from a well or proration unit be permanently
discontinued or the well be included in a unitized area or any party assign his
interest to another party at a time when the gas account is out of balance, settlement
will be made between the underproduced and overproduced parties for overproduced
volumes. In making such settiement, the underproduced party or parties will be paid
a sum of money by the overproduced party or parties attributable to the overproduction
which said overproduced party received, less applicable taxes and/or royalties
theretofore paid. Such settiement shall be based upon the price received for the
overproduced volumes of gas which have not been recovered by the underproduced party
or parties. For gas sold in intrastate commerce, the price basis shall be the actual
price received for sale of the gas at the time the overproduction was accumulated. For
gas sold in interstate commerce, the price basis shall be the price received at the
time of the overproduction which is not subject to possible refund, as provided by the
Federal Energy Regulatory Commission pursuant to final order or settlement applicable
to such gas, plus any additional collected amount which is not ultimately required by
said Commission to be refunded, such additional collected amount to be accounted for
at such time as final determination is made.

9. Nothing herein shall be construed as ever altering, amending or negating any
agreement heretofore entered into by any party hereto obligating such party to pay any
overriding royalty, payment out of production or royalties payable under any lease cut
of its interest regardless of whether such party is or is not taking or selling its
full share of production.



EXHIBIT *F"

To QOperating Agreement dated July 15 , 1981 between

FXXON CORPORATION, Operator, and PAGE PETROLEUM INC. et al, Non-Operators

covering Section 2, Township 2 South, Range 1 East, UINTAH COUNTY, UTAH.

(1)

(2)

EQUAL EMPLOYMENT OPPORTUNITIY PROVISION

During the performance of this contract, the operator agrees as follows:

The Operator will not discriminate against any employee or applicant for
employment because of race, color, religion, national origin or sex. The
Operator will take affirmative action to ensure that applicants are employed, and
that employees are treated during employment, without regard to their race,
color, religion, national origin or sex. Such action shall include, but not be
limited to the following: Employment, upgrading, demotion, or transfer,
recruitment or recruitment advertising; layoff or termination; rates of pay or
other forms of compensation; and selection for training, including appren-
ticeship. The Operator agrees to post in conspicuous places, available to
employees and applicants for employment notices to be provided for the
contracting officer setting forth the provision of this non-discrimination
clause.

The Operator will, in all solicitations or advertisements for employees placed by
or on behalf of the Operator, state that all gualified applicants will receive
consideration for employment without regard to race, color, religion, national
origin or sex.

The Operator will send to each labor union or representative of workers with
which it has a collective bargaining agreement or other contract or under-
standing, a notice to be provided by the agency contracting officer, advising the
labor union or workers' representative of the Operator's commitments under
Section 202 of Executive Order 11246 of September 24, 1965, and shall post copies
of the notice in conspicuous places available to employees and applicants for
employment.

The Operator will comply with all provisions of Executive Order 11246 of
September 24, 1965, and of the rules, regulations, and relevant orders of the
Secretary of Labor.

The Operator will furnish all information and reports required by Executive Order
11246 of September 24, 1965, and by the rules, regulations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit access to its bcoks,
records, and accounts by the contracting agency and the Secretary of Labor for
purposes of investigation to ascertain comp)iance with such rules, reaulations,
and orders.

In the event of the Operator's non-compliance with the non-discrimination
clauses of this contrac. or with any of such rules, regulations, or orders, this
contract may be cancelled, terminated or suspended in whole or in part and the
Operator may be declared ineligible for further Government contracts in
accordance with procedures authorized in Executive Order 11246 of September 24,
1965, and such other sanctions may be imposed and remedies invoked as provided in
Executive Order 11246 of September 24, 1965, or by rule, regulation, or order of
the Secretary of Labor, or as otherwise provided by law.



(7) The Operator will include the provisions of paragraphs (1) through (7) in every
subcontract or purchase order unless exempted by rules, regulations, or orders of
the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of
September 24, 1965, so that such provisions will be binding upon each sub-
contractor or vendor. The Operator will take such action with respect to any
subcontract or purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for non-compliance. Provided,
however, that in the event the Operator becomes involved in, or is threatened
with, 1itigation with a subcontractor or vendor as a result of such direction by
the contracting agency, the Operator may request the United States to enter into
such litigation to protect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100 (EED-1)
promuigated jointly by the Office of Federal Contract Compliance, the Equal Employment
Opportunity Commission and Plans for Progress with Joint Reporting Committee, Federal
Depot, Jeffersonville, Indiana, within thirty (30) days of the date of contract award
if such report has not been filed for the current year and otherwise comply with or
file such other compliance reports as may be required under Executive Order 11246, as
amended and Rules and Regulations adopted thereunder.

Operator further acknowledges that he may be required to develop a written
affirmative action compliance program as required by the Rules and Regulations
approved by the Secretary of Labor under authority of Executive Order 11246 and supply
Non-Operators with a copy of such program if they so request.

IT1. CERTIFICATION OF NON-SEGREGATED FACILITIES

(1) Operator assures Non-Operators that it does not and will not maintain or provide
for its employees any segregated facilities at any of its establishments, and
that it does not and will not permit its employees to perform their services at
any location, under its control, where segregated facilities are maintained. For
this purpose, it is understood that the phrase "segregated facilities" includes
facilities which are in fact segregated on a basis of race, color, religion or
national origin, because of habit; local custom or otherwise. It is further
understood and agreed that maintaining or providing segregated facilities for
its employees or permitting its employees to perform their services at any
Jocation under its control where segregated facilities are maintained is a
violaticn of the equal opportunity clause required by Executive Order 11246 of
September 24, 1965.

(2) Operator further understands and agrees that a breach of the assurance herein
contained subjects it to the provisions of the Order at 41 CFR Chapter 60 of the
Secretary of Labor dated May 21, 1968, and the provisions of the equal
opportunity clause enumerated in contracts between the United States of America
and Non-QOperators.

(3) Whoever knowingly and willfully makes any false, fictitious or fraudulent
representation may be Tiable to criminal prosecution under 18 U.S5.C. § 1001.

II1. OCCUPATIONAL SAFETY AND HEALTH ACT

Operator will observe and comply with all safety and health standards promulgated by
the Secretary of Labor under Section 107 of the Contract Work Hours and Standards Act,
published in 29 CFR Part 1518 and adopted by the Secretary of Labor as occupational
safety and health standards under the Williams-Steiger Occupational Safety and Health
Act of 1970. Such safety and health standards shall apply to all subcontractors and
their employees as well as to the prime contractor and its employees.

IV. VETERAN'S PREFERENCE

Operator agrees to comply with the following insofar as contracts it lets for an amount
of $10,000 or more which will generate 400 or more man-days of employment (each man-



day consisting of any day in which an employee performs more than one hour of work) and
further agrees to include the following provision in contracts with Contractors and
Subcontractors:

"CONTRACTOR AND SUBCONTRACTOR LISTING REQUIREMENT

(1) As provided by 41 CFR 50-250, the contractor agrees that all employment openings
of the contractor which exist at the time of the execution of this contract and
those which occur during the performance of this contract, including those not
generated by the contract and including those occurring at an establishment of
the contractor other than the one wherein the contract is being performed but
excluding those of independently operated corporate affiliates, shall, to the
maximum extent feasible, be offered for 1isting at an appropriate local office of
the State employment service system wherein the opening occurs and to provide
such periodic reports to such local office regarding employment openings and
hires as may be required: Provided, that this provision shall not apply to
openings which the contractor fills from within the contractor's organization or
are filled pursuant to a customary arM traditional employer-unien hiring
arrangement and that 1isting of employmentippenings shall invalve only the normal
obligations which attach to the placing of job orders.

(2) The contractor agrees to place the above provisions in any subcontract directly
under this contract." 3

V.  CERTIFICATION OF COMPLIANCE WITH ENVIRONMENTAL LAWS

Operator agrees to comply with the Clean Air Act (42 U.S.C. § 1857) and the Federal
Water Pollution Control Act (33 U.S.C. § 1251) when conducting operations involving
nonexempt contracts. In all nonexempt contracts with subcontractors, Operator shall
require:

(1) No facility to be utilized by Subcontractor in the performance of this contract
with Operator is listed on the Environmental Protection Agency (EPA) List of
Violating Facilities. See Executive Order No. 11738 of September 12, 1973, and
40 CFR § 15.20.

(2) Prompt written notification shall be given by Subcontractor to Operator of any
communication indicating that any such facility is under consideration to be
included on the EPA List of Violating Facilities.

(3) Subcontractor shall comply with all requirements of Section 114 of the Clean Air
Act (42 U.S.C. § 1857) and Section 308 of the Federal Water Pollution Control Act
(33 U.S.C. § 1251), relating to inspection, monitoring, entry, reports, and
information, as well as all other requirements specified in these Sections, and
all regulations and guidelines issued thereunder.

(4) The foregoing criteria and requirements shall be included in all of Sub-
contractor's nonexempt subcontracts, and Subcontractor shall take such action as
the Govermment may direct as a means of enforcing such provisions. See 40 CFR §
15.4 & 5.

(5) Operator agrees to notify non-operators of any violations in the afore
provisions.

VI. Operator agrees to comply with Executive Orders 11458 and 11625 regarding
Minority Business Enterprises and all orders, rules, and regulations issued
thereunder or amendments thereto.

VII. Operator agrees to comply with Rehabilitation Act of 1973 and ail orders, rules,
and regulations issued thereunder and amendments thereto.



